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PREFACE 

IN  preparing  this  book  of  Peoblems  in  Business 
Finance  the  purposes  are  many.  First,  the 
author  wishes  to  provide  in  readily  usable  form 
problems  in  finance  to  be  used  by  his  own  large 
classes  in  Harvard  University,  which  are  conducted 
solely  by  the  "case"  method  of  instruction.  Secondly, 
the  aim  is  to  present  primarily  those  problems,  too 
frequently  ignored,  of  the  small  and  medium-sized  busi- 
ness concerns  of  various  sorts.  Further,  the  financial 
problems  which  are  common  to  all  kinds  of  business 
units,  large  or  small,  are  also  developed.  The  nor- 
mal, day-to-day,  intimate  problems  have  been  stressed, 
rather  than  those  of  a  spectacular  and  public  sort. 
Finally,  the  constant  purpose  has  been  to  show  the 
interrelation  of  financial  operations  in  business,  the 
effects  of  general  business  policies  on  the  financial  pro- 
gram, and  the  desired  coordination  of  a  concern's 
activities  through  central  financial  control — all  in  rela- 
tion to  the  Business  Cycle. 

The  problems  are  real  ones,  drawn  directly  by  the 
author  from  the  financial  experiences  of  a  large  number 
of  business  men  and  bankers.  More  than  125  totally 
different  kinds  of  business  and  industry  are  represented, 
and  hundreds  of  separate  concerns.  Many  of  these 
instances -have  come  under  the  writer's  personal  obser- 
vation. Only  a  small  proportion  have  been  publicly 
known,  and,  in  using  such  cases,  the  writer  has  usually 
managed  to  secure  additional  first-hand  information  of 
an  illuminating  sort. 

On  account  of  the  confidential  nature  of  most  of  the 
material  presented,  it  has  usually  been  necessary  to  dis- 
guise or  delete  names  or  places,  and  occasionally  to 
change  incidents  and  the  character  of  the  business. 
Actual  names  have  been  used  sparingly,  and  then  only 
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when  the  facts  have  been  published  in  the  general 
financial  press.  On  rare  occasions,  also,  the  author 
has  combined  two  problems  in  order  to  make  a  better 
case  for  discussion.  In  no  instance,  however,  has  the 
force  of  the  original  situation  been  lost. 

For  pedagogical  reasons,  an  effort  has  been  made  to 
include  in  most  of  the  problems  used  a  sufficient  amount 
of  first-hand  data  to  enable  the  reader  to  reason  out 
the  logical  conclusion.  Very  frequently,  also,  actual 
solutions  have  been  given  with  a  view  to  eliciting  criti- 
cal comment.  In  pursuance  of  this  policy,  therefore, 
some  material  bearing  on  the  internal  financial  con- 
duct of  business  concerns  has  been  collected,  which  is 
probably  not  elsewhere  available  in  printed  form.  The 
Appendix  contains  some  significant  statistical  data, 
a  part  of  which  is  now  published  for  the  first  time 
and  much  of  which  is  not  readily  accessible.  These 
facts  should  make  the  book  of  more  use  and  interest 
to  the  general  reader  as  well  as  to  the  student. 

Since  the  problem  method  of  teaching  business  sub- 
jects is  still  in  its  infancy,  it  is  no  simple  task  to  secure 
financial  data  which  will  effectively  serve  the  purpose 
of  the  instructor.  Time  is  required  for  the  "ripening" 
process.  The  present  book  of  problems  has  been  put 
together  with  a  good  deal  of  haste,  primarily  for  the 
benefit  of  the  author's  own  students.  He  is,  accordingly, 
conscious  of  many  shortcomings  in  the  work,  some  of 
which  may  be  remedied  in  future  editions  if  the  public 
calls  for  them.  Hence,  suggestions  and  criticisms  of 
every  sort,  from  any  source,  will  be  doubly  welcome. 

The  author's  indebtedness  to  others  is  greater  than 
he  can  repay.  He  has  secured  a  few  problems  through 
students,  but  his  thanks  are  primarily  due  to  the  large 
number  of  business  men  and  bankers  in  many  places 
who  have  so  generously  supplied  him  with  first-hand 
material  and  whose  interest  in  the  problem  method  of 
teaching  Business  Finance  has  been  unflagging.  He 
hopes  that  they  may  at  some  time  be  in  a  small  measure 
compensated  for  their  pains  by  the  better  trained  young 
men  who  go  out  from  the  schools  to  enter  their  service. 
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Mention  should  be  made  of  the  interest  taken  in  this 
work  by  Dean  Wallace  B.  Donham,  to  whom  is  largely 
due  the  introduction  of  the  "case"  method  of  in- 
struction in  the  Harvard  Business  School.  Helpful 
suggestions  were  also  received  from  Professor  Melvin 
T.  Copeland.  Finally,  the  faithful  services  of  his 
secretary,  Miss  Margaret  A.  Randall,  should  not  go 
unnoted  by  the  author. 

E.  E.  L. 

Cambridge,  August  8,  1921. 


Note  to  Second  Edition.  In  the  second  edition 
of  this  book,  it  has  seemed  advisable  to  make  only  minor 
changes.  These  consist  largely  of  corrections  of  earlier 
errors,  some  revisions  of  figures  and  references,  and 
occasional  improvements  in  the  presentation  of  material. 
Also,  a  full  index  has  been  added. 


February  19,  1922. 
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OUTLINE  AND  BIBLIOGRAPHY 


Outline  and  Bibliography  for  a  General  Course  in 

Business  Finance  Dealing  Primarily  with  Small- 

AND   Medium-Sized   Industrial    Concerns 

AND  Developed  by  the  "Case" 

Method  of  Instruction 

A.    BRIEF  OUTLINE 

Note:    This  outline  should  be  carefully  looked  over  by 
the  student  before  the  problems  are  taken  up. 

I.    General  Survey 

1.  Importance  of  the  small  and  medium-sized 
industrial  concern. 

2.  "Industrial"  Finance  vs..  "Corporation"  Fi- 
nance. 

3.  The  financial  problems  of  Industrial  concerns 
as  compared  with  those  of  Public  Utilities  and 
Railroads. 

4.  General  differences  existing  between  the  finan- 
cial policies  of  different  types  of  industrial 
concerns. 

5.  Relation  of  Business  Finance  to  the  Business 
Cycle. 

6.  What  are  the  sound  Principles  of  Business 
Finance? 

II.    Financial   Considerations   Involved   in  Begin- 
ning A  Business 

1 .  Is  the  launching  of  a  new  enterprise  financially 
justified? 

a.  The  idea. 

b.  The  time. 

c.  The  place. 

d.  The  management. 

e.  The  demand. 

■     f .  The  source  of  supply, 
g.  The  competitive  situation, 
h.  The  investment  market,  etc. 

xxvii 
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2.  From  the  financial  point  of  view,  what  Form  of 

Organization  shall  be  chosen? 
Incorporated  or  unincorporated? 

3.  Where  shall  the  business  be  incorporated? 

a.  Financial  considerations  depending  upon 
State  Legislation. 

b.  Other  considerations. 

4.  Methods  of  Promoting  the  new  concern. 


THE  SOURCES  OF  CAPITAL 

III.     The  Problems  of  Raising  Fixed  Capital 

a.  For  the  new  business 

b.  For  the  old  business. 

1.  The  following,  among  other  methods,  should 
be  considered  with  reference  to  the  Type  of 
Business  and  the  Business  Cycle : 

a.  Individual  investment. 

b.  Investment  of  partners. 

c.  Earnings  put  back  into  the  business.         , 

d.  Taking  new  members  into  the  concern. 

e.  Borrowing  from  friends. 

f.  Mortgages. 

g.  Advertising  for  funds. 
h.  Stock  issues, 

Common, 

Preferred, 

No  par  value,  etc. 

i.   Customer  ownership, 
j .   Investment  by  employees, 
k.  Note  issues. 
1.   Bonds, 

Mortgage, 
Debenture, 
Collateral,  etc. 

m.  Dealer  credit, 
n.  Bank  loans. 

2.  In  connection  with  financing  for  Fixed  Capital 
purposes,  such  questions  as  the  following 
should  be  touched  upon : 

a.  How  much  capital  is  needed? 

b.  How  much  capital  should  be  furnished  by 
the  parties  in  control? 
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c.  Bases  of  Capitalization, 

i .  Earnings,  past,  present  and  prospective, 
ii.  Physical  value, 
iii.  Valuation  of  intangibles. 
Cost  of  development. 
Patent  rights. 
Goodwill,  etc. 
iv.  Over-capitalization  vs.  under-capi- 

talization. 
V.  "Stock  watering." 

d.  The  Prospectus  and  its  analysis. 

e.  The  local  investment  market. 

f.  Investment  "fads." 

g.  Selhng  the  securities. 

h.  In  what  proportion  shall  the  various  types 
of  securities  be  issued? 

i.    Financing    with    a  view  to  the  Business 
Cycle. 

j.   The    relation    of    the  different  kinds  of 
permanent  financing  to  each  other. 

k.  Holding  in  reserve  a  new  method  of  financ- 
ing. 

1.    The  desirable  distribution  of  ownership  in 
the  business. 
3.  When    and   why    does    a    concern    need    New 
Capital? 

a.  Financing  past  losses. 

b.  Financing  changes  in  ownership 

c.  Raising   new    capital    to     make    possible 
changes  in  methods  of  operation. 

d.  Raising  new  capital  in  order  to  change  the 
character  of  the  business. 

e.  The  turning  point  from  a  small  to  a  large 
business. 

f.  Shall  other  concerns  be  taken  over? 

g.  Financing  an  expansion — 

Relation  to  the  Business  Cycle. 

IV.    The  Problems  of  Raising  Woeking  Capital 

a.  For  the  new  business. 

b.  For  the  estabhshed  business. 
1.  The  following  should  be  considered: 

a.  The  Amount  of  Working  Capital  needed  in 
the  different  kinds  of  business. 

b.  Money  furnished  by  individual  owners  or 
partners. 
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c.  Money  secured  through  sale  of  stock. 

d.  Earnings  put  back  into  the  business. 

e.  Using  the  dealer's  credit. 

f.  Borrowing  from  the  banks. 

g.  Borrowing  from  the  commercial  paper 
house. 

h.  The  use  of  trade  acceptances. 

i.   The  use  of  bankers'  acceptances. 

j.  The  pledging  of  receivables. 

k.  The  sale  of  stock. 

1.   The  sale  of  notes  or  bonds. 

m.  Borrowing  through  "Finance  Corpora- 
tions." 

n.  Newly  developed  methods  of  financing 
sales  and  purchases  through  specially  or- 
ganized banking  concerns. 

0.  Miscellaneous. 

2.  Special  attention  should  be  given  to  the  follow- 
ing topics: 

a.  Borrowing  from  Banks. 

i.  What  the  borrower  should  know  about 

his  bank, 
ii.  What  the  bank  should  know  about  the 

industry, 
iii.  The  intangible  items, 

Character, 
Capacity, 
Goodwill,  etc. 

iv.  Sources  of  credit  information, 
v.  The  Statement  and  its  analysis, 
vi.  The  Line  of  Credit, 

How  arrived  at. 

Variation  according  to  type,  of  indus- 
try. 

The  Terms  of  Sale. 
The  Age  of  the  borrowing  concern. 
Past  performance. 
Future  prospects. 

The    Turnover   and   its   relation   to 
Profits. 
Relation  to  the  Business  Cycle,  etc. 

vii.  What  should  the  bank  do  for  its  bor- 
rower? 
viii.  Cooperation  between  the  bank  and  its 
customers. 
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ix.  From  how  many  banks  should  a  concern 

borrow? 
X.  Conditions  in  the  past  and  outlook  for 
the  future. 

b.  The  Commercial  Paper  House. 

i.  Practice  and  procedure, 
ii.  Relation  to  the  type  and  size  of  busi- 
ness. 
iii.  Relation  to  bank  borrowings, 
iv.  Advantages  and  disadvantages. 
V.  The  present  situation. 

c.  The  use  of  Trade  Acceptances. 

i.  The  development  of  this  practice, 
ii.  Relation  to  the  size  and  type  of  busi- 
ness, 
iii.  Relation  to  other  forms  of  temporary 

financing, 
iv.  Advantages  and  disadvantages, 
v.  Abuses  and  possibilities. 

THE  PROBLEMS  OF  INTERNAL  FINANCING 

V.    Financial  Aspects  of  Purchasing  Materials 

1.  Methods  and  considerations. 

2.  Contracts  and  commitments. 

3.  Open  market  prices  vs.  contract  prices  or  fixed 
prices. 

a.  Purchasing  in  the  buyer's  market. 

b.  Purchasing  in  the  seller's  market. 

c.  Purchasing  from  a  monopoly. 

4.  Hedging  to  protect  purchases. 

5.  Under  what  considerations  should  excess  pur- 
chases be  made? 

a.  Should  a  producing  concern  speculate  in 
its  raw  material? 

b.  The  evils  of  "over-buying." 

c.  Is  there  danger  of  "under-buying"? 

6.  The  seasonal  and  cyclical  considerations. 

7.  Special  methods  of  financing  purchases. 

8.  Relation  to  the  general  financial  program. 

VI.    Financial  Aspects  of  Producing  Goods 

1.  The  function  of  Cost  Accounting. 

2.  The  engineer's  function. 
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3.  Elimination  of  Waste  and  its  significance. 

4.  The  possible  financial  significance   of    Stand- 
ardization. 

5.  The   interrelation    of    Material   Costs,    Labor 
Costs,  and  Capital  Costs. 

6.  The  problem  of  reducing  costs  through  increas- 
ing the  "scale  of  production." 

7.  Relation  of  the  production  program  to  the  gen- 
eral financial  program  and  the  Business  Cycle. 

VII.    Financial  Aspects  of  Selling  Goods 

1.  Mercantile  Credit. 

a.  Standards  and  policies. 

b.  Sources  of  information. 

c.  Credit  Interchange,  etc. 

2.  Relation  between  the  Credit  Department  and 
the  Sales  Department. 

3.  Financial    Cooperation    between    Dealer    and 
Customer. 

4.  The  Turnover  of  Inventory  and  Business  Profits. 

Methods  of  "speeding-up"  sales,  etc. 

5.  Relation  between  the  Sales  Department  and  the 
Production  Department. 

a.  When,  if  at  all,  should  goods  be  sold  under 
cost? 

b.  "Over-selling." 

6.  Relation  between  Price  Policy  and  the  general 
financial  policy. 

a.  Price  maintenance. 

b.  Price  guarantees. 

c.  Price  reductions,  etc. 

7.  Terms  of  Sale. 

a.  Usual  arrangements. 

b.  Selling  on  Instalment. 

c.  Selling  on  Consignment. 

d.  Seasonal  Datings,  etc. 

8.  Discounts. 

a.  Cash. 

b.  Quantity. 

c.  Trade. 

9.  Contracts  and  Cancelations — 
10.  Collections. 

Methods,  policies,  etc. 
IL  Credit  Insurance,  safeguards,  etc. 
12.  The  Advertising  program  in   relation    to   the 
general  financial  program. 
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VIII.     Financial  Coordination  and  Control 

1.  Relations  which  should  exist  between  the  vari- 
ous departments. 

2.  Budget-making. 

Its  possibihties. 
Its  significance. 

3.  The  location  of  Financial  Control. 


IX.     The  Administration  of  Earnings 

1.  Maintenance  and  Depreciation  policy. 

a.  Effect  on  present  and  future  earnings. 

b.  Relation  to  present  and  future  financing. 

2.  Reserves. 

Nature  and  investment. 

3.  Dividends. 

a.  When  shall  they  be  declared? 

b.  How  much  shall  the  dividend  be? 

c.  Various  alternative  uses  for  earnings. 

d.  Relation  to  financial  "set-up,'"'  etc. 

4.  The  Surplus. 

a.  How  shall  it  be  invested? 

b.  How  large  shall  it  become? 

c.  The  advantages  or  disadvantages  of  a  large 
surplus,  depending  on  the  type  of  business, 
etc. 

MISCELLANEOUS  PROBLEMS  IN  FINANCING 

X.    Financial  Standards  foe  the  Various  Types  of 
Industries 

1.  Can  they  be  determined,  and  of  what  use  may 
they  be — 

a.  To  the  banks? 

b.  To  the  business  concerns? 

2.  Their  relation  to  the  Credit  Structure  and  to 
the  Business  Cycle. 

XI.    Financial  Gains  and  Losses  of  Size 

1.  A  consideration  of  the  relation  of  the  Scale  of 
Production  to  Business  Profits. 

2.  The    supposed    Economies    of    Combination, 
either  horizontal  or  vertical,  etc, 
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XII.    Financial  Cooperation 

1.  Between  large  and  small  industries. 

2.  Through  Trade  Associations,  etc. 

3.  Between  business  concerns  and  their  employees. 

4.  Between  business  concerns  and  their  customers. 

5.  Between  business  concerns  and  their  banks. 

6.  Cooperation  in  purchasing. 

7.  Cooperation  in  production. 

8.  Cooperation  in  marketing. 

9.  Profit  Sharing  and  Business  Profits. 

FINANCIAL  DIFFICULTIES  AND  THEIR  SIGNIFICANCE 

XIII.    When  Concerns  Go  Wrong 

1.  Financial  Failures  and  their  causes. 

2.  Adjustments  and  Compositions. 

3.  Receiverships. 

4.  Bankruptcies. 

5.  Reorganizations. 

LTHE  LAW  AND  BUSINESS  FINANCE 

XIV.    Relation  of  Legislation  to  Business  Finance 

1.  Federal  and  State  Regulation. 

2.  "Blue  Sky  Laws"  and  their  possible  effects  on 
the  financing  of  sound  concerns. 

3.  Government  Price  Fixing. 

4.  Effect  of  Tax  Legislation  on — 

a.  Methods  of  financing. 

b.  Form  of  organization. 

c.  Maintenance  policy. 

d.  Dividend  policy,  etc. 


B.    BIBLIOGRAPHY 

Bibliographical  Note 

THE  following  brief  Bibliography,  roughly  classified 
according  to  the  main  topics  developed  by  this  book 
of  Problems,  may  be  helpful  to  the  general  reader  as  well 
as  to  students  and  teachers  of  Business  Finance.  Both 
general  and  specific  references  are  from  time  to  time  made 
to  some  of  the  books  here  Hsted  in  connection  with  the 
problems  which  follow.  While  it  is  by  no  means  essential 
to  the  study  of  the  problems  that  many  of  these  books  be 
looked  into,  yet  it  is  thought  that  even  the  smaller  college 
libraries  can,  without  undue  expense,  provide  themselves 
with  the  more  important  books  here  listed.  No  attempt  is 
made  to  give  a  bibliography  of  the  "Trust"  problem  or  of 
"Corporation"  Finance  in  the  wider  sense.  Nor  is  the  sub- 
ject of  Public  Utihty  or  Railroad  Finance  touched  upon.'^' 

There  are  many  points  brought  out  in  the  problems  which 
are  not  touched  upon  in  any  text-book  on  the  subject  of 
business  finance.  In  fact,  in  many  cases  the  problem 
itself  has  served  as  the  vehicle  for  imparting  the  information 
needed  by  the  student  in  finding  the  proper  solution.  How- 
ever, those  books  which  have  proved  most  helpful  in  con- 
nection with  the  use  of  the  problems  are  marked  with  an 
asterisk  (*). 

For  the  sake  of  the  beginning  student  who  may  be 
unfamiliar  with  the  better  current  publications  on  financial 
subjects,  a  list  of  the  more  important  periodicals,  news- 
papers, manuals,  and  the  like,  is  given.  Those  marked 
with  an  asterisk  (*)  will  probably  be  most  useful. 

A  preliminary  knowledge  of  accounting  is  essential  to  the 
profitable  study  of  the  problems  which  follow.  Those 
students  who  have  not  already  had  a  course  in  accounting 
can  probably  acquire  a  working  knowledge  within  a  short 
time  under  the  instructor's  guidance.  They  will,  however, 
find  it  necessary  to  do  considerable  outside  studying  on  this 
subject.  Some  of  the  most  helpful  books  on  accounting  for 
the  beginner  are  such  as  the    following:    Cole,  W.  M., 

"'For  general  books  on  these  fields  the  student  is  referred  to  The 
Financing  of  Public  Service  Corporations,  by  M.  B.  Ignatius,  The  Ronald 
Press  Co.,  1918,  and  to  W.  Z.  Ripley's,  Railroads:  Finance  and  Organi- 
zation, Longman's,  Green  &  Co.,  1915. 
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Accounts,  Their  Construction  and  Interpretation;  Dickinson, 
A.  L.,  Accounting  Practice  and  Procedure;  Hatfield,  H.  R,, 
Modern  Accounting;  Kester,  R.  B.,  Accounting,  Theory  and 
Practice  (published  in  three  volumes) ;  Montgomery,  R.  H., 
Auditing  Theory  and  Practice. 

The  student  or  general  reader  who  has  not  already 
acquired  a  working  knowledge  of  Business  Finance  is 
strongly  advised  to  read  through  one  of  the  standard  text- 
books on  the  subject.  For  a  general  survey  which  should 
prove  helpful  in  developing  the  point  of  view  essential  to  the 
Folution  of  these  problems,  it  is  probable  that  the  author's 
own  text,  Applied  Business  Finance,  will  prove  most  satis- 
factory. 


I.     General  Books  on  Business  and 
Corporation  Finance,  Etc. 

The  following  books  cover  the  various  aspects  of  Business 
and  Corporation  Finance  in  a  general  way.  Certain  parts 
of  these  books  will  be  useful  in  connection  with  the  more 
detailed  topics.  For  this  purpose,  however,  references  will 
be  made  in  connection  with  the  problems  themselves  when 
it  seems  desirable. 

Bennett,  R.  J.,  Corporation  Accounting.    New  York,  The 
Ronald  Press  Company,  1920. 

Bentley,  H.  C,  Corporate  Finance  and  Accounting.     New 
York,  The  Ronald  Press  Company,  1911. 

*Conyngton,  H.  R.  Financing  an  Enterprise.  New  York, 
The  Ronald  Press  Company,  1921. 

Cooper,  F.,  (Pseudonym),  Financing  an  Enterprise.     New 
York,  The  Ronald  Press  Company,  1906. 

*Dewing,  a.  S.,  Corporate  Promotions  and  Reorganizations. 
Cambridge,  Harvard  University  Press,  1914. 

*Dewing,  a.  S.,  The  Financial  Policy  of  Corporations. 
New  York,  The  Ronald  Press  Company,  1920. 

*Dewing,  a.  S.,  Problems  to  Accompany  The  Financial 
Policy  of  Corporations.  The  Ronald  Press  Company, 
1921. 

Friday,  David,  Profits,  Wages,  and  Prices.     New  York, 
Harcourt,  Brace,  and  Howe,  1920. 

Gbrstenberg,  C.  W.,  Materials  of  Corporation  Finance. 
New  York,  Prentice-Hall  Company,  1915. 
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*Geestenbebg,  C.  W.,  Problems  in  Private  Finance.    New 
York,  Prentice-Hall  Company,  1916. 

*Gerstenbeeg,  C.  W.,  Principles  of  Business.    New  York, 
Prentice-Hall  Company,  1918. 

*Gerstbnberg,   C.   W.,  Syllabus  of  Corporation  Finance. 
New  York,  Prentice-Hall  Company,  1920. 

Greene,  T.  L.,  Corporation  Finance.    New  York,  G.  P. 
Putnam's  Sons,  1908. 

Jenks,  J.  and  Clark,  W.  E.,  The  Trust  Problem.    New 
York,  Doubleday,  Page  &  Company,  1917. 

*  Jones,  E.  D.,  The  Administration  of  Industrial  Enterprises. 
New  York,  Longmans,  Green  &  Company,  1919. 

Jordan,  D.  F.,  Business  Forecasting.     New  York,  Pren- 
tice-Hall Co. 

*LiNCOLN,  E.  E.,  Applied  Business  Finance.    Chicago,  A.  W. 
Shaw  Company,  1922. 

Keir,  M.,  Manufacturing  Industries  in  the  United  States. 
New  York,  The  Ronald  Press  Company,  1920. 

*LouGH,  W.  H.,  Business  Finance.    New  York,  The  Ronald 
Press  Company,  1917. 

*LouGH,  W.  H.,  Corporation  Finance.   Chicago,  De-Bower, 
Elliott  Company,  1909. 

*Lyon,  Hastings,  Corporation  Finance.    Boston,  Houghton 
Mifflin  Company,  1916. 

*Mbad,  E.  S.,  Corporation  Finance.    New  York,  D.  Apple- 
ton  and  Company,  1920. 

Mitchell,  W.  C,  Business  Cycles.   Berkeley,  California, 
University  of  California  Press,  1913. 

*MouLTON,    H.    G.,    Financial    Organization    of    Society. 
Chicago,  The  University  of  Chicago  Press,  1921. 

MouLTON,  H.  G.,  Principles  of  Money  and  Banking,  Part 
II.     Chicago,  The  University  of  Chicago  Press,  1916. 

Persons,  W.  M.,  Indices  of  General  Business  Conditions. 
Cambridge,  Harvard  University  Press,  1919. 

Pratt,  E.  S.,  Work  of  Wall  Street.    New  York,  D.  Apple- 
ton  and  Company,  1912. 

Prendergast,  W.  a..  Credit  and  Its  Uses.    New  York,  D. 
Appleton  and  Company,  1920. 


xxxviii     PROBLEMS  IN  BUSINESS  FINANCE 

Regan,  J.  M.,  Financing  a  Business.  Chicago,  LaSalle 
Extension  University,  1920. 

Shaw,  A.  W.,  An  Approach  to  Business  Problems.  Cam- 
bridge, Harvard  University  Press,  1916. 

'*Shaw,  a.  W.,  Company,  Hoiv  to  Finance  a  Business. 
Chicago,  1912. 

Walker,  W.  H.,  Corporation  Finance.  New  York, 
Alexander  Hamilton  Institute,  1917. 

II.     General  Problems  of  Organization — 
Legal  Aspects,  Etc. 

*CoNYNGTON,  Thomas,  Corporate  Organization  and  Man- 
agement. New  York,  The  Ronald  Press  Company, 
1917. 

*CoNYNGTON,  Thomas,  Busincss  Law.  New  York,  The 
Ronald  Press  Company,  1918. 

Gerstenberg,  C.  W.,  Law  of  Bankruptcy  {with  problems). 
New  York,  Prentice-Hall  Company,  1917. 

*Gerstenberg,  C.  W.,  Organization  and  Control.  New  York, 
Alexander  Hamilton  Institute,  1917. 

Haney,  L.  H.,  Business  Organization  and  Combination. 
New  York,  The  Macmillan  Company,  1920. 

Machen,  a.  W.,  Modern  Law  of  Corporations.  Boston, 
Little,  Brown  and  Company,  1908. 

Moore,  W.  H.,  The  Law  of  Commercial  Paper.  New  York, 
D.  Appleton  and  Company,  1918. 

Parker,  J.  S.,  Corporation  Manual.  New  York,  United 
States  Corporation  Co.,  1920. 

*RoBiNSON,  M.  H.,  Organizing  a  Business.  Chicago,  La 
Salle  Extension  University,  1920. 

*ScHAUB,  L.  F.,  and  Isaacs,  N.,  The  Law  in  Business  Prob- 
lems.   New  York,  The  Macmillan  Company,  1921. 

Stetson,  Byrne,  Cravatii,  et  al.,  Some  Legal  Phases  of 
Corporation  Financing,  Reorganization,  and  Regulation. 
New  York,  The  Macmillan  Company,  1917. 

WiLLiSTON,  Samuel,  Commercial  and  Banking  Law.  New 
York,  American  Institute  of  Banking,  1918. 

Wbightington,  S.  R.,  Law  of  Unincorporated  Associations. 
Boston,  Little,  Brown  and  Company,  1916. 
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III.    The  Problems  of  Raising  Fixed  Capital 

Atwood,  a.  W.,  The  Exchanges  and  Speculation.  New 
York,  Alexander  Hamilton  Institute,  1918. 

AvBAM,  M.  H.,  Patenting  and  Promoting  Inventions.  New 
York,  Robert  H.  McBride  &  Company,  1918. 

Bonds  as  Investment  Securities.  Annals  of  the  American 
Academy  of  Political  and  Social  Science,  1907. 

Chamberlain,  Lawrence,  The  Work  of  the  Bond  House. 
New  York,  Moody's  Magazine,  Book  Department,  1912. 

*Chambeblain,  Lawrence,  Principles  of  Bond  Investment, 
Part  I.     New  York,  Henry  Holt  and  Company,  1911. 

*CoLLVER,  Clinton,  How  to  Analyze  Industrial  Securities. 
New  York,  Moody's  Investors  Service,  1921. 

CoLLVER,  Clinton,  Industrial  Securities.  Investment 
Bankers'  Association,  1921. 

Emery,  H.  C,  Speculation  on  the  Stock  and  Produce  Ex- 
changes in  the  United  States.  New  York,  The  Mac- 
millan  Company,  1904. 

Httebner,  S.  S.,  The  Stock  Market.  New  York,  D.  Apple- 
ton  and  Company,  1922. 

*Jones,  E.  D.,  Investment.    New  York,  Alexander  Hamilton 
Institute,  1917. 

*JoRDAN,   D.   F.,   Investments.    New   York,    Prentice-Hall 
Company,  1920. 

*Lagerquist,  W.  E.,  Investment  Analysis.    New  York,  The 
Macmillan  Company,  1921. 

*LiNCOLN,  E.  'E.,  Applied  Business  Finance.    Chicago,  A.  W. 
Shaw  Company,  1922. 

Raymond,  W.  L.,  American  and  Foreign  Investment  Bonds. 
Boston,  Houghton  Mifflin  Company,  1916. 

Saliers,  E.  a.,  Financial  Statement  Made  Plain.  New 
York,  The  Ticker  Pubhshing  Company,  1917. 

Simpson,  K.,  The  Capitalization  of  Goodwill.  Baltimore, 
Johns  Hopkins  Press,  1921. 

Stocks  and  the  Stock  Market.  Annals  of  the  American  Acade- 
my of  Political  and  Social  Science,  1910. 

Stockwell,  H.  G.,  Net  Worth  and  the  Balance  Sheet.  New 
York,  The  Ronald  Press  Company,  1912. 
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TovEY,  Philip,  Prospectuses — How  to  Read  and  Understand 
Them.    London,  Sir  Isaac  Pitman  &  Sons. 

Most  of  the  general  books  listed  under  Topic  I  give  a 
good  deal  of  attention  to  this  subject. 

IV.    The  Problems  of  Securing  Working  Capital 

American  Acceptance  Council.    Various  pamphlets  on  the 
problem  of  acceptances  are  useful. 

*Babson,  R.  W.,  and  May,  R.,  Commercial  Paper.  Wellesley 
Hills,  Mass.,  Commercial  Institute,  1920. 

*Greendlingee,  L.  G.,  Financial  and  Business  Statements. 
New  York,  Alexander  Hamilton  Institute,  1917. 

Kemmerer,  E.  W.,  TheA.B.  C.  of  the  Federal  Reserve  System 
(4th  ed.).     Princeton,  The  University  Press,  1920. 

Kavanaugh,  T.  J.,  Bank  Credit  Methods   and   Practice. 
New  York,  Bankers'  Publishing  Company,  1921. 

*Kniffin,  W.  H.,  The  Business  Man  and  His  Bank.  New 
York,  McGraw-Hill  Company,  1920. 

*Knipfin,  W.  H.,  Commercial  Paper,  Acceptances,  and 
Analysis  of  Credit  Statements.  New  York,  Bankers' 
Publishing  Company,  1918. 

Kniffin,  W.  H.,  The  Practical  Work  of  a  Bank.    New  York, 
Bankers'  Publishing  Company,  1915. 

Langston,  L.  H.,  Practical  Bank  Operations.     New  York, 
The  Ronald  Press  Company,  1921. 

*Lincoln,  E.  E.,  Applied  Business  Finance.  Chicago,  A.  W. 
Shaw  Company,  1922. 

*Mathewson,  Park,  Acceptances:  Trade  and  Bankers. 
New  York,  D.  Appleton  and  Company,  1921. 

Mathewson,    Park,   Budgets    and   the   Banker.    Benton 
Harbor,  Mich.,  Successful  Banking,  1920. 

*Phillips,  C.  a..  Bank  Credit.  New  York,  The  Macmillan 
Company,  1920.     ■ 

Prudden,  R.  F.,  The  Bank  Credit  Investigator.    Series  of 
articles  in  the  Bankers  Magazine,  1921. 

*Shaw,  a.  W.,  Company,  Credits  and  Collections,  Chicago, 
1918. 
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Wall,  Alexander,  Bankers'  Credit  Manual.  Indianapolis, 
The  Bobbs-Merrill  Company,  1919. 

*Wall,  Alexander,  Credit  Barometrics.  Detroit,  National 
Bank  of  Commerce,  1919.  (Also  in  Federal  Reserve 
Bulletin,  March,  1919.) 

Willis,  H.  P.,  and  Edwards,  G.  W.,  Banking  and  Busi- 
ness.    New  York,  Harper  and  Brothers,  1922. 

V.    Financial  Aspects  of  Purchasing  Goods 

*Brace,  H.  H.,  The  Value  of  Organized  Speculation,  Chaps. 
II-IV.    Boston,  Houghton  Mifflin  Company,  1913. 

Field,  C.  C,  Retail  Buying.   New  York,  Harper  and  Broth- 
ers, 1917. 

Rindsfoos,  C.  S.,  Purchasing.    New  York,  McGraw-Hill 
Company,  1915. 

*Twyford,  H.  B.,  Purchasing  and  Storing.  New  York, 
Industrial  Extension  Institute,  1917. 

There  are  chapters  on  this  subject  in  such  books  as 
Gerstenberg's  Principles  of  Business,  Jones'  Administration 
of  Industrial  Enterprises,  Lincoln's  Applied  Business  Fi- 
nance, and  Kimball's  Principles  of  Industrial  Organization. 
No  satisfactory  bibliography,  however,  is  available. 


VI.    Financial  Aspects  of  Peodxjcing  Goods 

*Basset,  W.  R.,  Accounting  as  an  Aid  to  Business  Profits. 
Chicago,  A.  W.  Shaw  Company,  1918. 

Berndt,  I.  A.,  Costs:   Their  Compilation  and  Use  in  Man- 
agement.   Chicago,  H.  P.  Gould,  1920. 

Church,  A.  H.,  Manufacturing  Costs  and  Accounts.    New 
York,  The  McGraw-Hill  Book  Company,  1917. 

FiCKEH,  N.  T.,  Industrial  Cost  Finding.    New  York,  In- 
dustrial Extension  Institute,  Inc.,  1917. 

Goldman,    0.    B.,    Financial   Engineering.     New    York, 
John  Wiley  and  Sons,  1920. 

*Jordan,  J.  p.,  and  Harris,  G.  L.,  Cost  Accounting  Principles 
and  Practice.  New  York,  The  Ronald  Press  Company, 
1920. 
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Mitchell,  W.  C,  History  of  Prices  During  the  War.  Wash- 
ington, Government  Printing  Office,  1919.  (War  In- 
dustries Board.) 

Nicholson,  J.  L.,  and  Rohebach,  J.  F.  D.,  Cost  Accounting. 
New  York,  The  Ronald  Press  Company,  1919. 

*Sammons,    Wheeler,    Keeping    up    with    Rising    Costs. 
Chicago,  A.  W.  Shaw  Company,  1915. 

*ScovELL,  C.  H.,  Cost  Accounting  and  Burden  Application. 
New  York,  D.  Appleton  &  Company;  1916. 

Shaw,  A.  W.  Company,  Operation  and  Costs.  Chicago, 
1915. 

Spoonee,  H.  J. ,  Wealth  from  Waste.  London,  George  Rout- 
ledge  &  Sons,  Ltd.,  1918. 

U.  S.  Federal  Trade  Commission,  Fundamentals  of  a  Cost 
System  for  Manufacturers.  Washington,  Government 
Printing  Office,  1916. 

Waste  in  Industry,  by  the  Committee  on  Elimination  of 
Waste  in  Industry  of  the  Federated  Engineering  Socie- 
ties.   New  York,  McGraw-Hill  Bopk  Company,  1921. 

Webneb,  F.  E.,  Factory  Costs.  New  York,  The  Ronald 
Press  Company,   1911. 

See  also  various  titles  under  Topic  IX,  Financial  Stand- 
AEDS  and  the  Financial  Economies  of  Size. 

VII.    Financial  Aspects  of  Selling  Goods 

AsPLEY,  J.  C,  What  a  Salesman  Should  Know  About  Credit. 
Chicago,  The  Dartnell  Corporation,  1921. 

Beebe,  D.  E.,  Retail  Credits  and  Collections.  New  York, 
Harper  &  Brothers,  1919. 

Blanton,  B.  H.,  Credit,  Its  Principles  and  Practice.  New 
York,  The  Ronald  Press  Company,  1915. 

*Cheeington,  p.  T.,  Advertising  as  a  Business  Force.    New 
York,  Doubleday,  Page  and  Company,  1913. 

David,  D.  K.,  Retail  Store  Management  Problems.  Chicago, 
A.  W.  Shaw  Company,  1922. 

*DuNCAN,   C.   S.,   Marketing,   Its  Problems   and  Methods. 
New  York,  D.  Appleton  and  Company,  1921. 
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*Ettingeh,  R.  p.,  and  Golieb,  D.  E.,  Credits  and  Collections. 
New  York,  Prentice-Hall,  Inc.,  1917. 

*Frederick,  J.  G.,  Modern  Sales  Management.    New  York, 
D.  Appleton  and  Company,  1920. 

Gahdner,  E.  H.,  New  Collection  Methods.  New  York, 
The  Ronald  Press  Company,  1918. 

Hageety,  J.  E.,  Mercantile  Credit.  New  York,  Henry 
Holt  and  Company,  1913. 

Lawrence,  H.  C,  Cash  Discount  Piracy.  St.  Louis, 
Consolidated  Publishing  Company,  1919.  (Also  Mak- 
ing Him  Pay,  and  Making  Him  Buy,  by  the  same 
author.) 

*LiNCOLN,  E.  E.,  Applied  Business  Finance.    Chicago,  A.  W. 
Shaw  Company,  1922. 

Mercantile  Credits.  New  York,  The  Ronald  Press  Com- 
pany, 1914. 

Meyer,  C.  A.,  Mercantile  Credits  and  Collections.  New 
York,  The  Macmillan  Company,  1919. 

Mitchell,  W.  C,  History  of  Prices  During  the  War.  Wash- 
ington, Government  Printing  Office,  1919.  (War  In- 
dustries Board.) 

MuRCHisoN,  C.  T.,  Resale  Price  Maintenance.  New  York, 
Longman,  Green  &  Company  (for  Columbia  University), 
1919. 

National  Association  of  Credit  men.  Credit  Man's  Diary, 
pubHshed  annuallJ^     New  York. 

Naylor,  E.  H.,  Trade  Associations.  New  York,  The 
Ronald  Press  Company,  1921. 

Rogers,  E.  S.,  Goodwill,  Trade  Marks,  and  Unfair  Trading. 
Chicago.  A.  W.  Shaw  Company,  1914. 

Shaw,  A.  W.,  Company,  Credits,  Collections,  and  Finance. 
Chicago,  1914. 

Terms  of  Sale.  A  Series  of  articles  in  the  Federal  Reserve 
Bulletin  from  December,  1919,  to  October,  1920. 

TosDAL,  H.  R.,  Problems  in  Sales  Management.  Chicago, 
A.  W.  Shaw  Company,  1922. 
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U.  S.  Federal  Trade  Commission,  Digest  of  Replies  Relative  to 
the  Practice  of  Giving  Guarantees  Against  Price  Decline. 
Washington,  Government  Printing  Office,  1920. 

White,  Percival,  Market  Analysis.  New  York,  McGraw- 
Hill  Book  Companj'. 

VIII.    Administration  of  Income  and 
Financial  Control 

*Dewing,  a.  S.,  Financial  Policy  of  Corporations.  Vol.  Ill, 
The  Administration  of  Income.  New  York,  The 
Ronald  Press  Company,  1920. 

*LouGH,  W.  H.,  Business  Finance,  Part  IV,  pages  355-524. 
New  York,  The  Ronald  Press  Company,  1917. 

Lough,  W.  H.,  Corporation  Finance,  297-393. 

McKinsey,  J.  0.,  a  series  of  articles  on  Budgetary  Control,  in 
Administration,  beginning  in  January,  1921.  New 
York,  The  Ronald  Press  Company.  (To  be  published 
later  in  book  form.) 

*Mead,  E.  S.,  Corporation  Finance,  Chaps.  XIV-XVIII. 

Shaw,  A.  W.,  An  Approach  to  Business  Problems,  Ch.  XVIII. 
Cambridge,  Harvard  University  Press,  1916. 

Some  of  the  other  books  hsted  touch  upon  these  sub- 
jects, but  comparatively  little  has  hitherto  been  written. 
The  magazines.  Administration  and  System,  frequently 
pubhsh  helpful  articles  bearing  on  the  subject. 


IX.     Financial  Standards  and  the  Financial 
Economies  of  Size 

Very  httle  scientific  writing  had  been  done  on  this  sub- 
ject. Most  of  the  material  is  of  a  fugitive  sort.  The 
following,  however,  will  be  helpful  to  those  who  wish  to 
make  a  beginning: 

*Corporate  Earnings  and  Government  Revenues,  65th  Congress, 
2nd  Session,  Senate  Document  No.  259.  Washington, 
Government  Printing  Office,  1918.  (Contains  much 
useful  "raw"  material.) 

Costs,  Merchandising  Practices,  and  Sales  in  the  Retail  Distri- 
bution of  Clothing.  In  6  volumes,  covering  the  years 
1914,  1918  and  1919.  New  York,  Prentice-Hall  Com- 
pany, 1921  (Prepared  by  the  Bureau  of  Business  Re- 
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search  of  the  Northwestern  University  School  of  Com- 
merce in  cooperation  with  the  National  Association  of 
Retail  Clothiers.) 

Dewing,  A.  S.,  Corporate  Promotions  and  Reorganizations. 

*Dewing.  a.  S.,  The  Financial  Policy  of  Corporations. 
Vol.  IV.,  Chap.  II,  "The  Law  of  Balanced  Return,"  and 
Chap.  Ill,  "Industrial  Combinations." 

*IIarvard  Bureau  of  Business  Research.  Very  interesting 
and  helpful  bulletins  have  been  published  dealing  with 
the  expense  side  of  the  question  on  the  following  distrib- 
uting businesses:  Retail  Drug,  Retail  Grocery,  Retail 
Hardware,  Retail  Jewelry,  Retail  Shoe,  Wholesale  Grocery. 
Other  bulletins  are  to  be  published  shortly,  some  of 
which  will  probably  deal  with  manufacturing  concerns. 

*LiNCOLN,  E.  E.,  Central  Electric  Light  and  Power  Stations 
1917,  Chap.  X.  Washington,  Government  Printing 
Office,  1920. 

*LiNCOLN,  E.  E.,  Applied  Business  Finance.  Chicago,  A.  W. 
Shaw  Company,  1922. 

*LouGH,  W.  H.,  Business  Finance,  Ch.  XXII.  New  York, 
The  Ronald  Press  Company,  1917. 

Massachusetts,  Abstract  of  the  Certificates  of  Corporations 
(published  annually) ,  Public  Document  No .  10 .  Boston , 
Wright  &  Potter. 

Massachusetts,  Statistics  of  Manufactures  (pubUshed 
annually),  Pubhc  Document  No.  36.  Boston,  Wright 
&  Potter. 

Robert  Morris  Associates,  Barometrics.  Lansdowne,  Pa., 
1920. 

Robert  Morris  Associates,  Financial  Statements.  Lans- 
downe, Pa.,  1920. 

*Sallee,  a.  D.,  Standard  Retail  Statements.  Pittsburgh 
Association  of  Credit  Men,  1921. 

Shaw,  A.  W.,  Company,  How  to  Run  a  Retail  Lumber  Busi- 
ness at  a  Profit.    Chicago,  1918. 

Shaw,  A.  W.,  Company,  How  to  Run  a  Store  at  a  Profit. 
Chicago,  1913. 

Shaw,  A.  W.,  Company,  How  to  Run  a  Wholesak  Business 
at  a  Profit.    Chicago,  1918. 
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*Shaw,  a.  W.,  Company.  The  Bureau  of  Business  Stand- 
ards of  the  A.  W.  Shaw  Company,  publishes  from  time 
to  time  suggestive  reports  on  the  subject  of  standards, 
costs,  etc. 

Statistics  of  Income,  compiled  from  the  returns  for  1919  by 
the  Conmiissioner  of  Internal  Revenue.  Washington, 
Government  Printing  Office,  1922. 

United  States  Census  Bureau,  Thirteenth  Census  of  the 
United  States,  1910,  Vol.  VIII,  Manufactures. 
(This  volume  is  perhaps  the  most  serviceable  pubKshed 
by  the  Federal  Census  of  Manufactures,  since  it  contains 
more  detailed  information  on  the  various  classes  of 
production  expense  than  can  be  found  in  any  preceding 
Census.  The  Abstract  of  the  Census  of  Manufactures 
for  1914  is  also  helpful  in  places.) 

United  States  Commissioner  of  Corporations,  Reports  on  the 
Petroleum  Industry,  the  Tobacco  Industry,  the  Steel 
Industry  (Part  I),,  and  the  Lumber  Industry. 

United  States  Federal  Trade  Commission,  Reports  on  the 
following  industries  are  helpful:  Anthracite  and  Bitum- 
inous Coal,  Coal  {Pennsylvania  Bituminous),  Beet 
Sugar  Industry,  Book  Paper,  Copper,  Commercial  Wheat 
Flour  Milling,  Flour  Milling  and  Jobbing,  Farm  Operat- 
ing Equipment,  Leather  and  Shoe  Industry,  the  Meat 
Packing  Industry  (particularly  Part  V,  1920),  News 
Print  Paper  Industry,  Sugar  Supply  and  Prices. 

United  States  Fuel  Administration,  Report  of  the  Engineers' 
Committee ,1918-1919.  Washington ,  Government  Print- 
ing Office,  1919. 

United  States  Tariff  Board,  Reports  on  the  Pulp  and  Paper 
Industry,  and  Wool  and  Cotton  Manufactures.  Wash- 
ington, Government  Printing  Office,  1911,  1912. 

United  States  Tariff  Commission,  Costs  of  Production  in  the 
Dye  Industry,  1918-1919.  Washington,  Government 
Printing  Office,  1920.  (Also,  Costs  of  Production  in  the 
Sugar  Industry.) 

United  States,  War  Industries  Board.  (A  mass  of  useful 
financial  and  cost  data  was  collected  by  the  War 
Industries  Board  to  serve  as  a  basis  for  price  fixing  and 
Government  regulation  during  the  war.  Some  of  this 
data  is  now  available  in  various  Government  depart- 
ments, though  a  large  part  of  it  is  filed  away  in  Wash- 
ington and  is  apparently  inaccessible.) 
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Van  Hise,  C.  R.,  Concentration  and  Control  (Revised  edition). 
New  York,  The  Macmillan  Company,  1914. 

*Wall,  Alexander,  Credit  Barometrics  (published  in  the 
Federal  Reserve  Bulletin  for  March,  1919  and  also 
privately  circulated  as  a  monograph.) 

*WooLEY,  G.  L.,  The  Financing  of  Cotton,  Bulletin  of  the 
Robert  Morris  Associates,  July  1920. 

Some  of  the  references  under  Topic  VI.,  Financial  Aspects 
OF  Producing  Goods,  are  closely  related  and  will  be  helpful. 
A  number  of  interesting  studies  on  the  subject  of  "Financial 
Standards"  and  the  financial  results  of  "Size"  have  been 
made,  under  the  author's  direction,  by  second-year  students 
m  the  Harvard  University  Graduate  School  of  Business 
Administration  for  their  graduation  theses. 

X.     Financial  Involvements,  Adjustments, 

Receiverships,  Bankruptcies, 

Reorganizations,  Etc. 

Dewing,  A.  S.,  Corporate  Promotions  and  Reorganizations. 
Cambridge,  Harvard  University  Press,  1914. 

*Dewing,  a.  S.,  Financial  Policy  of  Corporations,  Vol.  V., 
"Failure  and  Reorganization." 

Gerstenberg,  C.  W.,  The  Law  of  Bankruptcy.  New  York, 
Prentice-Hall  Company,  1917.  (The  problems  pre- 
sented in  Part  IV,  together  with  the  answers  to  these 
problems  published  in  a  separate  pamphlet,  are  partic- 
ularly helpful.) 

*LouGH',  W.  H.,  Business  Finance,  Part  V.  New  York, 
The  Ronald  Press  Company,  1917.  (Also,  Corpora- 
tion Finance,  394-443.) 

Lyon,  Hastings,  Corporation  Finance,  Part  II,  220-307. 
Boston,  Houghton  MifHin  Company,  1916. 

*Mead,  E.  S.,  Corporation  Finance,  Chaps.  XXX-XXXII. 
New  York,  D.  Appleton  and  Company,  1920. 

There  are  also  helpful  chapters  dealing  with  these  problems 
in  other  general  books  listed  under  Topics  I  and  II.  In 
the  various  books  on  the  subject  of  Credit,  hsted  under 
Topic  VII,  Financial  Aspects  op  Selling  Goods,  will  be 
found  helpful  chapters.  Particular  reference  may  be  made 
to  the  following: 
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Blanton,  B.  H.,  Credit,  Its  Principles  and  Practice,  pp. 
170-228. 

*Ettinger  and  Golieb,  Credits  and  Collections,  pp.  307-357. 

*Hagerty,  J.  E.,  Mercantile  Credit,  pp,  247-377. 

*LiNCOLN,  E.  'E.,  Applied  Business  Finance.  Chicago,  A.  W. 
Shaw  Company,  1922. 

*Meyee,  C.  a.,  Mercantile  Credits  and  Collections,  pp. 
141-163,  and  pp.  179-254. 

Mercantile  Credits,  pp.  196-245.  The  Ronald  Press  Company. 

XI.     The  Relation  of  Legislation  to 
Industrial  Finance 

*  American  Economic  Association,  Report  of  the  Committee  on 
War  Finance.    March,  1919  (Supplement.) 

Bahuch,  B.  M.,  American  Industries  in  the  War,  (Report  of 
the  War  Industries  Board.)  Washington,  Government 
Printing  Office,  1921.5 

*BuRTON,  T.  E.,  Corporations  and  the  State.  New  York,  D. 
Appleton  and  Company,  1911. 

Clabaugh,  William,  Income  and  Profits  Taxes  (A  series  of 
lectures  delivered  before  the  Y.  M.  C.  A.)  New  York, 
The  Association  Press,  1920.  (The  questions  and 
problems  contained  in  the  Appendix,  pp.  261-334,  are 
in  places  useful.) 

*Davies,  J.  E.,  Trust  Laws  and  Unfair  Competition.  Wash- 
ington, Government  Printing  Office,  1915. 

Elliot,  J.  M.,  Annotated  Blue-Sky  Laws  of  the  U.  S.,  Cin- 
cinnati, The  Anderson  Company,  1921. 

Haig,  R.  M.,  The  Taxation  of  Excess  Profits  in  Great  Britain. 
American  Economic  Review,  Supplement,  December, 
1920. 

Holmes,  G.  E.,  Federal  Income  and  Profits  Tax.  Indiana- 
polis, Bobbs-Merrill  Company,  1920  (with  Supplement 
for  1921.) 

*JoNES,  Eliot,  The  Trust  Problem  in  the  United  States. 
New  York,  The  Macmillan  Company,  1921. 

LiTMAN,  S.,  Prices  and  Price  Control  in  Great  Britain  and  the 
United  States  During  the   War.     New   York,   Oxford 
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University  Press,  1920.     (Published  for  the  Carnegie 
Endowment  for  International  Peace.) 

Montgomery,  R.  H.,  Income  Tax  Procedure,  1922.     New 
York,  The  Ronald  Press  Company. 

Montgomery,  R.  H.,  Excess  Profits  Tax  Procedure,  1921. 
New  York,  The  Ronald  Press  Company. 

Orth,  S.  p.  (editor),  The  Relation  of  Government  to  Prop- 
erty and  Industry.    Boston,  Ginn  and  Company,  1915. 

Ripley,  W.  Z.,  Trusts,  Pools  and  Corporations  (Revised 
edition.)     Boston,  Ginn  and  Company,  1916. 

Stevens,  W.  S.  (editor) ,  Industrial  Combinations  and  Trusts. 
New  York,  The  Macmillan  Company,  1914. 

Stevens,  W.  H.  S.,    Unfair  Competition.    Chicago,  The 
University  of  Chicago  Press,  1917. 

U.  S.  Federal  Trade  Commission,  Decisions,  Vols.  I  and  II. 
Washington,  Government  Printing  Office,  1920. 

Various  reports  of  the  United  States  Commissioner  of 
Corporations  and  of  the  Federal  Trade  Commission,  some 
of  which  have  been  already  referred  to,  are  helpful  in  this 
connection.  The  student  may  also  refer  to  some  of  the 
titles  listed  under  Topic  II. 


XII.     Suggestions  Regarding  Current 
Material  of  Various  Sorts 

A.    financial  periodicals 

Acceptance  Bulletin  (Published  monthly  by  the  American 
Acceptance  Council,  New  York.) 

The  Annalist  (Weekly,  New  York  Times  Publishing  Com- 
pany.) 

Banker's  Magazine. 

Banker  and  Tradesman. 

Bulletin  of  the  Investment  Bankers'  Association  (PubUshed 
by  the  Association,  Chicago.) 

Bulletin  of  the  Robert  Morris  Associates  (Monthly,  Lands- 
do  wne,  Pa.) 

*Commerdal  and  Financial  Chronicle  (Weekly,  with  many 
supplements.) 
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Credit  Monthly,  The  (Formerly  the  Bulletin  of  the  National 
Association  of  Credit  Men.) 

Dun's  Review  (The  Annual  numbers  are  particularly  helpful.) 

Economic  Conditions,  Government  Finance,  mid  United  States 
Securities  (Published  monthly  by  the  National  City- 
Bank  of  New  York.) 

*Federal  Reserve  Bulletin  (PubHshed  monthlj'  by  the  Federal 
Reserve  Board,  Washington.) 

Investors'  Book  of  Booklets  (Monthh'.) 

Journal  of  the  American  Institute  of  Banking. 

Journal  of  Accountancy. 

Monthly  Review  of  Credit  and  Business  Conditions  (Published 
by  the  Federal  Reserve  Bank,  New  York.) 

Suruey  of  Current  Business  Conditions  (Published  monthly 
by  the  U.  S.  Department  of  Connnerce.) 

B.      PERIODICALS   WITH  USEFUL  AETICLES 

*  Administration    (PubHshed    monthly,   beginning   January, 
1921,  by  the  Ronald  Press  Company.) 

Business  Organization  and  Management  (London,  Sir  Isaac 
Pitman  &  Sons.) 

Factoey  (Monthly,  A.  W.  Shaw  Company.) 

Forbes  Magazine  (Bi-weekly.) 

Industrial  Management  (Monthly.) 

Journal  of  Political  Economy  (Published  monthly  by  the 
Economics  Department  of  Chicago  University.) 

Magazine  of  Wall  Street. 

Monthly  Labor  Review.  United  States  Bureau  of  Labor 
Statistics,  Washington. 

Printers'  Ink  (Weekly.) 

^System  (Published  monthly  by  the  A.  W.  Shaw  Company.) 

C.      FINANCIAL   AND   BUSINESS   DAILIES 

Boston  News  Bureau. 

Daily  News  Record  (New  York.) 

Journal  of  Commerce  (New  York.) 


BIBLIOGRAPHY  li 

New  York  Commercial. 

Wall  Street  Journal. 

The  financial  and  industrial  pages  of  such  newspapers  as 
the  Boston  Transcript,  the  New  York  Times,  the  New  York 
Evening  Post,  and  the  Chicago  Tribune  are  particularly  help- 
ful. 

D.       MANUALS,    STATISTICAL   SERVICES,   AND 
MISCELLANEOUS 

Babson,  Investor's  Service. 

Brookmire,  Statistical  Service. 

Massachusetts,  Abstract  of  the  Certificates  of  Corporations; 
Public  Document  No.  10  (Annual.) 

Massachusetts,  Statistics  of  Manufactures;  Pubhc  Document 
No.  36  (Annual.) 

Moody's  and  Poor's  Manual  of  Industrial  Securities. 

Moody's  and  Poor's  Analyses  of  Industrial  Securities. 

Review  of  Economic  Statistics  (Published  monthly  by  the 
Harvard  Univer.sity  Committee  on  Economic  Research.) 

Standard  Corporation  Service  (The  Daily  and  Cumulative 
reports  are  invaluable,  and  the  Manual  of  UnHsted 
Securities  is  also  helpful.) 

Standard  Daily  Trade  Service. 

United  States,  Abstract  of  the  Census  of  Manufactures,  1914, 
as  well  as  volumes  deahng  with  Manufactures  at  the 
Decennial  Census  periods,  contains  some  useful  material. 

United  States,  Statistical  Abstract  (Pubhshed  annually  by  the 
Bureau  of  Foreign  and  Domestic  Commerce). 

The  various  Trade  Directories  such  as  Bennett's  Hand 
Book  of  Textile  Securities,  Davidson's  Textile  "Blue  Book," 
Lockwood's  Directory  of  the  Paper,  Stationary  and  Allied 
Trades,  the  National  Iron  and  Steel  Blue  Book,  the  Official 
Textile  Directory,  and  Thomas'  Directory  of  Manufacturers, 
or  Hendrick's  Commercial  Register  of  the  United  States,  may 
help  the  student  in  some  of  his  investigations. 

Many  of  the  Trade  Associations  collect  financial  data  from 
their  members  to  which  it  is  sometimes  possible  for  the 
student  to  gain  access.  Material  collected  by  the  various 
Credit  Reporting  Agencies  is  also  helpful. 


PART  I 
INTRODUCTORY 


NOTE  TO  TEACHERS,  STUDENTS,  AND 
THE  GENERAL  READER 

IN  the  problems  which  follow,  an  attempt  has  been 
made  to  include  the  detail  which  may  be  essen- 
tial to  an  inteUigent  class-room  discussion.  It  is 
assumed,  however,  that  in  addition  to  reading  the 
Introductory  Chapter,  the  student  will  have  secured, 
either  through  his  own  outside  reading  or  from  a  few 
informal  lectures  by  the  instructor,  an  understand- 
ing of  the  commoner  terms  used  and  an  elementary 
knowledge  of  the  principles  of  Business  Finance.  For 
those  students  who  have  never  had  a  general  course  in 
Finance,  it  will  be  helpful,  as  a  preliminary,  to  require 
the  reading  of  such  a  text-book  as  the  author's 
"Applied  Business  Finance." 

A  working  knowledge  of  accounting  is  also  practically 
essential  to  an  intelligent  handling  of  the  prob- 
lems. This  book,  can,  accordingly,  be  used  with  most 
profit  by  those  who  have  had  an  elementary  course  in 
accounting,  though  here,  again,  the  individual  teacher 
may  himself  fill  the  gap  in  his  students'  preparation, 
if  he  has  the  time  and  inclination  to  do  so.  Mention 
has  already  been  made  in  the  Bibliographical  Note  on 
page  XXXVI  of  some  of  the  more  useful  texts  on  the 
subject  of  accounting. 

The  teacher  himself  should  find  it  helpful  to  make 
extensive  use  of  the  bibliography  given.  It  should  be 
stated,  however,  that  on  many  of  the  problems  pre- 
sented there  is  no  published  material  which  will  prove 
particularly  helpful.  In  such  cases,  enough  informa- 
tion is  given  in  the  problem  itself  to  enable  a  satisfac- 
tory answer  to  be  arrived  at  by  common  sense. 

In  a,ddition  to  the  preliminary  preparation  which 
has  been  mentioned  as  being  highly  desirable  on  the 
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part  of  the  student,  he  would  also  do  well  to  consult 
some  of  the  readings  listed  at  the  beginning  of  each 
chapter.  These  wiU  frequently  give  the  key  to  prob- 
lems which  follow.  Occasionally,  also,  a  special  refer- 
ence is  appended  to  the  individual  questions,  for  the 
student's  guidance  and  information,  rather  than  be- 
cause such  reference  is  absolutely  necessary  to  a  cor- 
rect solution  of  the  problem.  The  student  will  occa- 
sionally find  it  helpful  to  glance  at  the  statistical 
material  in  the  Appendix,  much  of  which  is  wholly 
new.  Some  teachers,  also,  may  find  it  desirable  from 
time  to  time  to  preface  their  class-room  discussions  of 
the  various  topics  by  a  brief  preliminary  survey. 

So  far  as  the  problems  themselves  are  concerned,  the 
author  has  endeavored  to  arrange  them  in  such  an  order 
that  the  subject  can  be  logically  developed.  It  should, 
however,  be  very  helpful  to  the  reader  to  consult  the 
general  outhne  above  given,  in  order  to  get  a  prelinainary 
view  of  the  general  relations  of  the  topics  to  be  presented. 
In  many  instances,  also,  it  must  be  admitted  that  the 
arrangement  of  the  problems  can  be  reduced  to  no 
logical  scheme,  inasmuch  as  there  are  many  natural 
overlappings  of  the  subjept.  Some  instructors,  there- 
fore, may  not  care  to  foUowthe  author's  order  in  all  cases. 

The  aim  of  the  problems  has  been  to  present  actual 
financial  situations  in  different  lines  of  business  as  they 
arise.  Hence,  many  different  types  have  been  used. 
Sometimes  the  problem  conveys  its  own  solution,  and 
the  student's  judgment  is  tested  by  critically  analyzing 
this  solution  or  by  attempting  to  discover  a  desirable  or 
possible  alternative.  At  other  times,  two  or  more  alter- 
native courses  are  open,  and  the  student  is  asked  to 
choose  that  solution  which  seems  best.  Frequently,  al- 
so, the  problem  is  so  stated  as  to  test  the  student's  abil- 
ity to  think  comparatively  and  to  reason  analogically. 
Again,  in  certain  problems  the  student  may  be  led  into 
a  seeming  cul  de  sac  and  asked  to  find  the  way  out. 

In  mapy  cases,  solutions  have  not  yet  been  reached 
by  the  business  men  who  have  given  the  problems. 
This  fact  should  add  considerable  zest  to  the  discussion. 
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For  problems  of  this  type,  also,  there  is  frequently  no 
one  correct  solution.  The  answer  may  be  largely  a  mat- 
ter of  personal  judgment.  In  all  such  cases,  however, 
the  student  should  be  vigorously  pressed  to  defend 
his  position. 

It  should  further  be  noted  that  in  many  of  the  prob- 
lems the  proper  solution  hinges  on  some  small  point 
which  at  first  glance  may  be  wholly  overlooked  by  the 
student,  or  at  any  rate  may  seem  relatively  unim- 
portant. A  very  slight  change  in  a  business  situation 
frequently  leads  to  momentous  consequences — a  fact 
which  cannot  be  too  strongly  impressed  upon  the  reader. 

In  order  to  facilitate  the  student's  preparation,  as 
well  as  the  class-room  discussions,  numbered  questions 
stressing  the  more  important  points  have  been  appended 
to  each  problem.  These  questions  are  merely  meant 
to  be  suggestive,  not  exhaustive.  Teachers  can  follow 
them  or  not  as  they  see  fit.  In  the  author's  own  ex- 
perience, also,  it  had  proved  very  useful  to  make  fre- 
quent summaries  of  the  various  points  discussed  in  the 
separate  problems,  as  well  as  to  give  more  general  sum- 
maries at  the  conclusion  of  the  discussion  of  the  dif- 
ferent divisions  of  the  subject. 

In  the  discussion  of  the  problems,  teachers  may 
find  it  desirable  to  have  the  main  points  at  issue 
summed  up  by  a  student  prior  to  the  general  discus- 
sion, as  is  customarily  required  in  those  law  schools 
where  the  case  method  is  used.  This  exercise  will  aid 
in  developing  power  of  analysis  and  terseness  in  expres- 
sion, and  will  insure  full  preparation  on  the  part  of 
the  student.  As  a  matter  of  course  the  student's 
text  should  always  be  brought  to  the  class-room,  so 
that  he  can  constantly  follow  the  development  of  the 
various  problems  and  jot  down  important  memoranda. 

Some  teachers  will  probably  find  it  advantageous  to 
require  a  certain  amount  of  written  work  from  the 
student,  either  in  the  nature  of  class-room  tests  or 
occasional  reports.  The  author  would  suggest  that 
brief  class-room  tests  on  outside  reading,  assigned  as 
a  preparation  for  the  problem  discussion,  will  in  many 
cases  prove  extremely  valuable,  especially  for  those 
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students  who  have  had  no  previous  preparation  in 
finance.  The  Exercises  preceding  some  of  the  chapters 
will  also  be  helpful  as  outside  reports,  which  will  give 
the  student  a  better  understanding  of  many  of  the  prob- 
lems. Occasionally,  it  may  be  worth  while  to  require 
written  solutions  of  the  problems  themselves. 

The  material  in  this  book  is  ample  for  a  full  year's 
course,  though  by  making  the  proper  selection  it  can 
readily  be  adapted  to  a  half-year's  course.  The  author 
himself  uses  it  for  a  half-course  in  Industrial  Finance 
with  students  in  the  Harvard  Graduate  School  of  Busi- 
ness Administration.  Depending  upon  the  nature  of 
other  required  courses,  some  teachers  may  wish  to  omit 
certain  problems,  topics,  or  even  chapters.  Such 
omissions  can  be  judiciously  made  without  in  any  way 
breaking  up  the  continuity  of  the  whole.  To  the 
author's  knowledge,  no  other  book  or  collection  of 
books  attempts  to  cover  the  vital  phases  of  Business 
Finance  from  the  same  angle  or  in  so  comprehensive  a 
manner  as  the  present  volume.  Hence,  even  if  a  text- 
book is  being  regularly  used,  this  book  should  prove 
useful  as  required  collateral  reading. 

Finally,  it  should  be  stated  that,  while  there  is  really 
no  mystery  connected  with  the  subject  of  finance,  as  is 
sometimes  supposed,  yet  many  apparently  simple  prob- 
lems are  far  more  significant  than  may  at  first  appear. 
Practically  every  one  of  the  topics  developed  and 
problems  presented  has  been  carefully  discussed  with 
well-known  business  men  and  bankers.  The  keen  in- 
terest which  such  men,  after  many  years  of  outstanding 
financial  success,  have  taken  in  every  aspect  of  the  work, 
leads  to  the  conclusion  that  the  more  intensive  is  the 
business  equipment  and  experience  of  the  reader,  the 
more  good  he  will  probably  get  out  of  a  perusal  of  the 
following  problems.  Accordingly,  the  author  is  em- 
boldened to  hope  that  many  men  actively  engaged  in 
the  financial  conduct  of  industry  will  find  within  the 
covers  of  this  book  material  which  will  be  of  some  in- 
terest to  them. 


CHAPTER  I 

INTRODUCTION— GENERAL  SURVEY 
OF  THE  FIELD 

WHEN  Henry  Ford  was  reported  to  be  in  finan- 
cial difficulties  early  in  1921,  and  when  it  was 
thought  that  he  needed  new  financing  to  the 
extent  of  $75,000,000  or  more,  many  of  the  "wise  ones" 
said,  "What  a  fool!  This  is  an  example  of  the  evils 
resulting  from  one-man  control  in  industry.  Ford 
has  ignored  banking  and  finance  and  now  the  bankers 
will  have  a  few  things  to  say  to  him  when  he  comes 
with  hat  in  hand  seeking  their  assistance."  In  fact, 
one  banker  is  reported  to  have  gone  so  far  as  to  pay 
Mr.  Ford  a  special  visit  in  order  to  suggest  to  him  who 
the  treasurer  of  his  refinanced  organization  should  be. 
Within  a  few  weeks,  however.  Ford  himself  announced 
that  he  was  not  seeking  any  financial  assistance,  and, 
further,  that  if  he  should  wish  to  arrange  for  credit 
he  would  do  so  at  a  time  when  he  did  not  need  the  help. 
Three  or  four  months  after  this  announcement  by 
Mr.  Ford,  the  same  "wise  ones"  were  almost  fulsome 
in  their  praise  of  Ford's  financial  skill  because  he  had 
managed  to  "turn  the  corner"  without  any  outside 
assistance.  His  example  was  referred  to  as  one  of  the 
most  inspiring  instances  on  record  of  what  one  man's 
ability  and  determination  can  accomplish  in  troubled 
times  like  these. 

Probably  neither  of  these  extreme  assertions  regard- 
ing Mr.  Ford  are  wholly  correct.  Yet  it  may  be  that 
in  the  long  run  some  of  the  policies  recently  adopted  by 
Mr.  Ford,  which  have  been  the  subject  of  much  criti- 
cism, may  lead  to  his  financial  undoing.  Nevertheless, 
the  fact  that  he  so  successfully  weathered  the  storm 
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while  others  were  sinking,  suggests  that  his  past  finan- 
cial poHcies  and  the  financial  structure  of  his  organiza- 
tion wei-e  preeminently  sound  and  worthy  of  study. 

At  the  very  time  when  the  largest  automobile  com- 
pany of  its  kind  in  the  world  was  coming  safely  through 
this  troubled  period,  the  world's  largest  maker  of  rubber 
tires,  Mr.  Seiberling,  was  being  ousted  entirely  by  the 
Goodyear  Company's  creditors  from  the  control  of 
the  manunoth  organization  which  he  had  built  up  in 
twenty  years,  with  practically  no  original  capital. 
These  two  organizations  were  integral  parts  of  the 
same  great  industry.  They  began  in  much  the  same 
manner  and  both  were  preeminent  in  their  respective 
fields.  Why  did  Mr.  Ford  apparently  succeed,  and 
why  did  Mr.  Seiberling  fail?  The  causes  for  the 
difference  in  the  financial  position  in  which  these  two 
great  companies  find  themselves  at  the  middle  of  1921, 
can  be  readily  ascertained  and  merit  careful  study. 

During  the  first  six  months  of  the  present  year,  one 
of  the  great  commercial  agencies  reports  9,035  business 
failures  with  aggregate  liabilities  of  $310,671,000.  In 
amount  of  liabilities,  during  the  first  half  of  1921  the 
failures  have  been  about  60  per  cent  greater  than  in 
•any  similar  period  in  our  history.  Many  a  hitherto 
"successful"  business  man  is  now  being  forced  to 
reflect  on  the  underlying  causes  of  the  present  situation. 
During  the  long  upward  swing  of  prices  for  more  than 
twenty  years,  it  was  comparatively  easy  to  make 
money,  since  some  of  the  increasing  expenses  of  pro- 
duction always  tended  to  lag  behind  the  selling  price 
of  the  finished  product.  During  the  period  of  rapidly 
rising  war-time  prices  many. a  concern  found  it  easier 
than  ever  to  be  "successful."  In  fact,  mere  upstarts  in 
business  were  disposed  to  regard  themselves  as  financial 
leviathans,  because  of  the  unprecedented  temporary 
profits  which  they  were  fortunate  enough  to  make. 

As  the  tide  of  business  prosperity  is  waning,  however, 
it  becomes  apparent  to  the  thoughtful  man  that  many 
of  the  present  financial  difficulties  aye  due,  not  to  the 
catastrophes  wrought  by  the  Great  War,  as  is  habitually 
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asserted,  but  to  the  failure  of  business  concerns  them- 
selves to  "read  the  handwriting  on  the  wall,"  and 
to  follow  the  simple  rules  which  are  inseparable  from 
lasting  financial  success.  While  the  post-war  boom 
was  on,  it  was  easy  to  forget  that  there  is  a  Business 
Cycle,  that  very  definite  results  inevitably  follow 
certain  causes,  and  that  all  the  activities  of  a  business 
are  intimately  related  and  ultimately  have  a  profound 
effect  on  its  financial  condition. 

No  matter  how  apparently  prosperous  a  business 
may  have  been,  there  are  times  when  financial  difficul- 
ties cannot  possibly  be  avoided  unless  the  "rules  of 
the  game"  have  been  consistently  followed  from  the 
very  beginning.  Hence  it  is  at  this  time  decidedly 
worth  while  to  examine  the  financial  problems  which 
have  been  and  now  are  faced  by  typical  business 
concerns.  Thus  it  may  be  possible  to  discover  causes, 
account  for  results,  and  draw  certain  valid  conclusions, 
which  without  a  first-hand  study  would  seem  to  be 
little  more  than  academic  theorizing. 

Nor  is  it  desirable  for  present  purposes  to  center 
much  attention  on  the  larger  business  units.  Their 
financial  position  and  problems  are  frequently  not 
typical  and  are  usually  fairly  well-known.  Rather,  it 
would  seem  that  the  greater  benefit  can  be  derived 
from  a  study  of  the  problems  of  the  medium-sized 
and  smaller  industrial  concerns.  Those  businesses 
which  may  properly  be  designated  as  being  in  this 
classification,  in  1914  constituted  98.6  per  cent  of  the 
total  number  of  manufacturing  concerns  in  the  United 
States,  and  produced  more  than  52  per  cent  in  value  of 
product.*  In  addition  there  are  literally  hundreds  of 
thousands  of  trading,  financial,  and  personal  service 
concerns  of  various  types,  most  of  which  are  unincor- 
porated. Accordingly  it  now  seems  desirable  to  devote 
attention  largely  to  the  daily  problems  of  this  numerous 

*A11  manufacturing  concerns  the  annual  value  of  whose  product  was 
less  than  $1,000,000  are  included  in  this  classification.  It  is  interesting 
to  note  that  87.7  per  cent  of  the  total  number  of  manufacturing  estab- 
lishments reported  tothe  United  States  Census  Bureau  in  1914  showed 
an  annual  value  of  product  less  than  $100,000. 
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group  of  smaller  businesses,  and  to  those  problems 
which  are  common  to  all  types  of  business  whether 
large  or  small. 

Since  most  books  on  the  general  subject  of  finance 
have  in  the  main  discussed  the  problems  of  so-called 
"corporation"  finance  and  "trust"  finance,  giving  a 
good  deal  of  attention  to  railroads  and  public  utilities,  it 
may  be  helpful  at  this  point  to  call  the  reader's  atten- 
tion briefly  to  some  of  the  outstanding  characteristics 
which  tend  to  make  many  phases  of  railroad  and  public 
utility  finance  different  from  industrial  finance. 

(1)  In  the  first  place,  it  may  be  noted  that  public 
service  corporations  of  all  sorts  must  secure  franchises 
from  public  bodies  to  enable  them  to  use  the  highways, 
and  the  like.  The  railways  in  particular  can  exer- 
cise the  right  of  eminent  domain.  (2)  This  of  course 
suggests  the  fact  that  local  public  utilities,  at  any 
rate,  are  as  a  rule  more  cheaply  and  conveniently 
carried  on  as  monopolies.  (3)  Further,  interesting 
problems  arise  because  of  the  fact  that  the  service 
furnished  by  utility  companies  and  railroads  must  be 
consumed  in  connection  with  the  plant  which  renders  it. 
Therefore,  the  question  of  the  distribution  of  product 
and  its  financing  is  a  far  different  one  from  that  which 
arises  in  the  case  of  industrial  concerns.  (4)  Probably, 
also,  on  account  of  the  nature  of  the  service  rendered 
by  pubhc  utihties  and  particularly  by  railroads,  the 
economic  principal  of  "joint  cost"  is  more  in  evidence 
than  in  the  case  of  the  average  factory  operation. 
Hence  it  should  be  easier  to  determine  the  actual 
costs  of  a  manufactured  product  than  to  discover  the 
true  cost  of  a  given  service  rendered  by  a  transportation 
company.  (5)  It  is  also  significant  that  the  average 
industrial  concern  can  within  limits  change  the  nature 
of  its  product,  produce  side-lines,  or  engage  in  subsidi- 
ary or  by-product  operations,  all  of  which  activities 
are  practically  impossible  for  any  public  utility.  (6) 
The  average  industrial  concern  can  expand  its  plant 
with  considerable  ease  without  consulting  any  parties 
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but  the  owners.  No  such  possibiUty  exists  in  the  case 
of  the  various  transportation  corporations.  (7)  After 
a  certain  point  has  been  reached  it  is  practically 
impossible  for  a  public  service  corporation  to  grow 
larger,  inasmuch  as  it  is  already  serving  the  full  needs 
of  the  community.  For  industrial  concerns,  however, 
there  is  practically  unlimited  opportunity  for  growth 
in  some  new  direction. 

(8)  It  is  further  significant  that  in  the  public 
utilities  and  railroads  the  investment  is  high  relative 
to  the  annual  gross  income.  In  fact,  the  "gross"  is 
ordinarily  not  more  than  20  to  25  per  cent  of  the 
investment  and  frequently  much  lower.  In  manufac- 
turing concerns,  however,  the  proportion  of  gross 
income  to  investment  is  often  100  per  cent  or  more, 
and  in  the  case  of  those  trading  businesses  which  turn 
their  inventory  rapidly,  it  is  frequently  many  hundred 
per  cent.  (9)  Public  utilities  can,  as  a  rule,  count 
on  a  relatively  steady  income,  since  the  demand  for 
their  service  is  reasonably  constant.  This  condition 
holds  true  for  the  railroads  to  a  much  less  degree,  but 
for  many  manufacturing  concerns  the  income  is  very 
sporadic  and  uncertain,  and  the  demand  for  the  prod- 
uct cannot  readily  be  predicted.  (10)  Should  serious 
financial  difficulties  arise,  there  is  always  the  possibil- 
ity of  selling  the  plant  of  a  public  service  corpora- 
tion, for  its  services  are  needed  no  matter  what 
happens.  The  plant  of  an  industrial  concern,  on  the 
other  hand,  may  be  practically  worthless  under  a 
forced  sale  no  matter  how  carefully  constructed  that 
plant  may  be. 

On  account  of  the  conditions  indicated,  it  has  been 
possible  to  bring  the  finances  of  railroads  and  public 
utilities  to  a  reasonable  degree  of  standardization. 
Because  of  the  direct  public  interests  involved,  general 
public  regulation  of  public  service  corporations  has 
developed,  and  this  regulation  has  tended  to  bring 
about  an  even  higher  degree  of  standardization.  The 
finances  of  industrial  concerns,  on  the  contrary,  have 
hitherto  only  in  a  very  indefinite  sort  of  way  been  reg- 
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ulated  by  public  bodies.     The  latter  have  accordingly- 
been  much  freer  in  their  methods  of  financing. 

Though  from-a  financial  point  of  view  there  are  very 
interesting  and  definite  contrasts  between  industrial 
concerns  and  public  service  corporations,  yet  it  must 
also  be  borne  in  mind  that  striking  differences  exist 
between  business  concerns  themselves.  In  fact,  an 
almost  endless  classification  might  be  made  on  the  basis 
of  the  type  of  organization,  the  nature  of  the  product, 
and  the  size  or  age  of  the  establishment.  Further, 
great  differences  of  much  financial  significance  exist 
between  those  concerns  which  produce  staples  and  those 
which  deal  only  in  specialties  or  novelties.  Again,  those 
concerns  engaged  in  seasonal  businesses  of  various 
sorts  are  in  an  entirely  different  position  from  the  ones 
which  turn  out  a  product  for  which  there  is  a  steady 
demand.  The  seasoned  type  can  also  be  readily 
distinguished  from  the  more  spectacular  kind  of  under- 
taking. The  concerns  which  are  engaged  in  manufac- 
ture may  be  set  off,  with  regard  to  their  financial 
problems,  from  the  trading  companies  or  the  organiza- 
tions which  merely  render  service,  such  as  the  bank- 
ing business,  amusement  companies,  and  so  on. 

Finally,  it  must  be  observed  that  even  in  the  same  line 
of  industry  there  has  not  hitherto  been  much  standard- 
ization, due  to  important  differences  in  location,  plant 
construction,  management,  and  the  hke.  In  an  indus- 
trial concern,  therefore,  of  whatever  type  it  may  be,  the 
personal  factor  tends  to  play  a  far  more  important  part 
than  in  the  case  of  public  service  corporations.  Hence 
one  might  normally  expect  to  find  a  wide  variation  in 
the  financial  problems  of  industrial  concerns,  and  it  is 
easy  to  fall  into  the  error  of  thinking  that  the  principles 
of  finance  which  apply  in  one  case  will  have  little  or 
no  relation  to  another  case.  It  is  of  course  true  that, 
on  account  of  the  changes  in  the  general  business 
conditions,  what  is  apparently  good  financing  at  one 
time  may  be  xevy  bad  financing  at  another.  It  is 
further  true  that  the  financial  "set-up"  of  certain  types 
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of  industry  must  from  the  nature  of  their  operations 
differ  greatly.  Yet,  in  spite  of  these  apparently 
important  differences,  it  is  probable  that  the  funda- 
mental principles  of  sound  business  financing  can  be  re- 
duced to  a  comparatively  small  number  of  simple  rules. 
In  the  following  survey,  the  point  of  view  will  be  a 
conservative  one.  The  suggestions  made  are  meant 
merely  to  serve  as  a  guide  to  the  student  and  general 
reader.  There  are  no  absolutely  fixed  rules  of  finance; 
but  for  the  beginner  it  is  well  to  set  up  certain  ideals 
as  a  standard. 

Most  of  the  attempts  to  promote  new  enterprises 
"fizzle  out."  Yet,  in  spite  of  this  fact  it  appears  to  be 
comparatively  easy  to  raise  enough  money  to  launch 
any  kind  of  a  new  concern — as  evidenced  by  the 
Federal  Trade  Commission's  report  that  probably  half 
a  billion  dollars  was  recently  sunk  in  worthless  securities 
in  the  space  of  one  year  by  the  people  of  the  United 
States.  Even  for  those  whose  intentions  are  the  best, 
it  seems  to  be  easier  to  raise  capital  to  be  thrown  away 
than  to  decide  whether  there  is  any  financial  justifica- 
tion for  launching  the  new  concern.  Unless  there  is 
some  very  special  financial  advantage  connected  with 
a  new  concern  as  compared  with  others  in  the  same  line 
of  business,  such  as  the  ownership  of  a  "100  per  cent 
patent,"  which  will  confer  a  monopoly  for  a  period  of 
time,  the  occupation  of  a  very  superior  location,  the 
certain  securing  of  lower  operating  expenses  through 
improved  methods  or  lower  construction  costs,  or 
something  of  the  sort,  it  is  very  doubtful  whether  there 
is  in  the  long  run  any  economic  reason  for  launching 
a  new  enterprise,  unless,  of  course,  there  should  be  a 
very  rapidly  growing  and  probably  continuous  demand 
for  the  commodity  produced. 

The  mere  fact  that  there  is  a  "market"  for  the  goods 
to  be  produced  does  not  in  itself  decide  that  a  given 
concern  should  be  launched.  There  may  be  others, 
more  effective,  coming  into  the  field.  Even  granting 
that  all  other  conditions  are  favorable,  the  stage  of 
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the  Business  Cycle  may  be  wrong  for  the  starting  of 
a  new  enterprise,  on  account  of  the  high  absolute  costs, 
and  the  possibility  of  a  depression  in  the  near  future. 

For  launching  a  concern  in  order  to  develop  an 
absolutely  new  idea,  after  the  other  logical  require- 
ments are  met,  the  chief  question  is  that  of  demand 
for  the  commodity  to  be  produced  or  the  service  to  be 
rendered.  Many  a  financial  miscarriage  has  resulted 
from  the  failure  to  realize  that  no  matter  how  admirable 
the  idea  or  how  secure  the  patent  rights,  and  the  like, 
the  public  may  have  no  use  for  the  new  commodity. 
Most  failures  which  result  ultimately  from  such  an 
unpropitious  beginning  are  an  economic  waste.  Yet, 
if  the  start  is  honestly  made,  is  it  not  possible  that  the 
lessons  taught  by  some  unfortunate  experience  of  this 
sort  serve  a  useful  purpose?  And  may  it  not  also  be 
true  that  the  possibility  of  such  easy  launching  of  new 
concerns  tends  to  foster  a  spirit  of  wholesome  compe- 
tition from  which  the  public  ultimately  gains? 

Assuming  honest  intentions  throughout,  it  may  be 
stated  with  regard  to  the  problem  of  securing  capital 
to  launch  a  new,  small  concern — and  all  successful 
concerns  have  small  beginnings — that  the  original 
financing  should  be  done  largely  in  a  private  manner. 
Ownership  and  responsibility  for  the  outcome  should 
go  hand  in  hand.  Ordinarily,  outsiders  should  not  be 
expected  to  risk  their  money,  unless  the  proposition  is 
understood  by  them  to  be  a  largely  speculative  one, 
until  the  business  has  demonstrated  its  capacity  to 
earn  a  return  on  the  initial  investment.  In  niost  cases 
the  beginning  should  be  modest,  with  the  minimum 
investment  in  fixed  assets.  Ample  provision,  how- 
ever, should  be  made  for  working  capital — a  caution 
usually  overlooked.  All  obligations  such  as  mortgages 
should  whenever  possible  be  avoided.  If  the  unlimited 
risks  of  individual  ownership  or  partnership  are  to  be 
escaped,  there  may  be,  aside  from  tax  considerations, 
a  good  reason  for  incorporating.  In  the  long  run,  the 
safest  rule  is  for  an  industrial  corporation  to  finance 
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•itself  solely  by  means  of  common  stock  issues.  Pre- 
ferred stock,  however,  is  frequently  used  as  a  temporary 
bait  to  call  forth  the  investment  of  those  who  are 
willing,  for  a  stipulated  low  return,  to  hold  the  financial 
bag,  while  the  common  stock  holders,  often  with  only 
a  negligible  original  investment  of  their  own,  but  with 
sole  control,  reap  all  the  rewards  which  come  from  the 
use  of  the  money  of  outsiders. 

As  a  rule,  the  strong  business  concern,  like  the 
strong  body,  grows  slowly,  financing  itself  out  of 
earnings  until  the  time  comes  when  the  reinvested 
earnings  cannot  be  made  to  yield  as  high  a  return  to 
the  owners  by  being  put  back  into  the  business  as  the 
owners  could  themselves  realize  by  investing  these 
earnings  in  some  other  manner.  Certainly  this  is  true 
of  a  closely  held  concern.  It  is  a  most  unwise  policy 
for  any  company  to  expand  rapidly  with  a  view  to 
securing  business  which  may  prove  only  temporary. 
The  earnings  may  be  high  for  a  time,  but  after  that 
the  deluge!  The  overhead  expenses  have  a  way  of 
holding  their  own  while  profits  shrink.  If  a  concern 
manages  to  grow  out  of  earnings,  and  no  permanent 
borrowing  is  necessary,  the  pressure  of  hard  times  will 
be  less  severe.  However  financed,  expansions  and 
developments  should  usually  be  made  only  at  the 
beginning  of  a  period  of  prosperity  or  during  a  lull, 
when  capital  costs  are  low. 

If  it  has  become  necessary  to  resort  to  public  financ- 
ing in  order  to  expand  and  develop,  the  easiest  terms 
are  usually  secured  by  that  concern  whose  past  financial 
history  is  sound.  If  a  public  offering  of  securities  is 
made  and  the  stock  listed  on  some  exchange,  the 
future  financing  of  the  company  will  probably  be  done 
partially  with  an  eye  to  the  stock  ticker.  In  view  of 
the  speculati\'e  raids  on  listed  securities  and  the 
rumors  which  constantly  float  around,  it  seems  some- 
times that  the  concern  is  safest  whose  stock  is  unknown 
on  'change.  For  the  smaller  concerns,  however,  the 
problem  is  not  usually  a  serious  one,  since  their  market 
for  funds  is  only  local. 
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Another  important  feature  of  the  new  financing 
should  be  noted.  The  concern  seeking  new  funds 
must  watch  the  investment  "fads."  Not  many  years 
ago  all  but  railway  and  public  utility  securities  were 
considered  speculative.  But  the  public  became  sadly 
disillusioned  in  this  matter  and  turned  to  industrials. 
Within  the  last  few  years  industrial  preferred  stock 
and  bonds  have  come  largely  into  the  "investment 
market."  The  sentiment  has  swung  to  the  opposite 
point  of  the  compass.  But  this  is  not  the  whole  story. 
Four  or  five  years  ago  it  was  easy  to  sell  industrial 
preferred  stock  on  a  7  per  cent  basis,  without  noticeably 
stringent  protective  provisions.  Gradually  the  rate 
basis  grew  to  8  per  cent  or  more,  with  much  more 
drastic  protective  features.  Next,  the  public  called 
for  debenture  notes  instead  of  preferred  stock.  These 
at  first  were  notes  maturing  within  three  to  five  years. 
At  the  next  stage,  ten-year  debentures  were  called  for, 
and  at  present*  it  is  difficult  to  secure  capital  even  for 
working  purposes  without  issuing  first-mortgage  bonds ! 

Nor  does  the  story  end  here.  The  protective 
provisions  relating  particularly  to  sinking  fund  and 
redemption  requirements,  to  the  maintenence  of  a 
stated  ratio  of  current  assets  to  current  liabilities,  or 
to  keeping  the  net  current  assets  at  a  certain  fixed  and 
high  percentage  of  the  securities  outstanding,  have 
frequently  made  it  necessary  for  a  really  strong 
concern  to  refinance  under  great  difficulties  in  order 
to  abide  by  the  terms  of  its  indenture.  A  weak  concern 
may  often  be  made  even  weaker  by  these  provisions, 
which  are  meant  to  protect  the  securities  held,  but 
which  are  too  inflexible  for  the  financial  needs  of  the 
particular  business.  All  of  these  things  should  be  con- 
sidered by  the  business  which  publicly  seeks  new  capital. 

Furthermore,  obligations  incurred  in  order  to  finance 
an  abnormal  or  sudden  growth  should  be  self-liquidat- 
ing. The  officers  of  the  concern  should  see  their  way 
out  before  they  get  in  too  deep.  This  rule  applies 
particularly  to  times  of  rapidly  rising  prices,  when 
securities  have  frequently  been  issued  for  working 
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capital  purposes.  Finallj'^,  the  concern  should  always 
leave  open  some  satisfactory  alternative  method  of 
financing,  just  as  strategy  demands  that  even  a 
victorious  army  assure  itself  of  a  line  of  retreat. 

Yet  the  a^'erage  business  concern  inclines  to  follow 
the  tide,  buy  its  capital  on  the  dear  market,  and  then 
sell  its  goods  a  little  later  on  the  cheap  market.  Many 
a  corporation  which  rushed  boldly  into  public  financing 
in  order  to  expand  and  "gobble  up"  war-time  profits,  is 
now  slinking  around  with  hat  in  hand,  begging  the 
bankers  or  the  small  investor  directly  to  take  their 
first  mortgage  bonds  at  an  almost  unthinkably  high 
rate.  It  is  really  pathetic  to  count  the  number  of 
formerly  conservatively  financed  concerns,  which 
flashed  into  a  momentary  glory  during  the  war,  and 
which  will  probably  be  working  for  their  creditors  for 
the  next  generation,  if  indeed  they  manage  to  avoid 
bankruptcy  in  the  near  future.  In  all  these  matters 
it  would  appear  to  be  a  generally  safe  rule  in  financing, 
as  on  the  stock  exchange,  to  do  about  the  opposite 
of  what  the  average  business  man  feels  like  doing. 

In  connection  with  this  all-important  question,  one 
more  point  should  be  mentioned.  When  an  industrial 
concern  passes  through  the  adolescent  period  and 
emerges  into  a  good-sized  corporation,  two  mistakes 
are  commonly  made.  In  the  first  place,  the  cautions 
of  the  earlier  years  tend  to  be  forgotten  and  the 
energies  of  the  management  frequently  become  divided. 
The  day  of  small  things  is  too  often  despised — as  if 
the  fundamental  rules  for  success  are  any  different  for 
the  large  concern  than  for  the  small  one!  It  is  a  well 
recognized  American  business  trait  to  make  up  in  big- 
ness and  advertising  for  what  is  lacking  in  financial 
soundness. 

Secondly,  many  concerns  grow  large  in  size  while 
their  officers  fail  to  grow  up  with  them.  They  continue 
to  think  and  act  in  small  terms  when  their  business 
demands  unusual  scope  and  vision,  which  can  result 
only  from  profound  study  of  the  situation,  combined 
with  great  natural  capacity.     To  attain  success,  the 
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growth  of  a  business  must  be  coordinated  in  all  its 
parts.  No  doubt  many  a  man  whose  business  has 
grown  too  big  for  him  looks  back  with  regret  to  the 
earlier  years,  and  rightly  so,  for  his  grip  is  loosening. 
It  requires  almost  more  than  eternal  vigilance  to  guide  a 
large  corporation  through  the  business  shoals  for  many 
years,  and  usually  only  one  hand  can  hold  the  rudder. 

That  small  concern  is  fortunate  indeed  which  starts 
with  an  adequate  supply  of  Working  Capital,  so  that  it 
will  not  need  to  look  for  further  assistance  until  it  has 
demonstriated  its  capacity  as  a  money-getter.  Even 
though  the  company's  own  funds  are  inadequate, 
arrangements  should,  if  possible,  be  made  to  take  the 
cash  discounts  on  purchases  rather  than  to  pay  what 
amounts  to  high  interest  rates  to  the  dealer.  Hence  re- 
sort should  be  made  to  the  bank,  and  requests  for  loans 
should  be  accompanied  with  a  full  statement  of  condi- 
tion and  information  regarding  the  purpose  of  the  loan. 
Many  a  struggling  concern  has  grown  powerful  as  a  re- 
sult of  the  disinterested  guidance  of  a  friendly  banker. 

The  small  business  man  does  not  as  a  rule  sufficiently 
realize  the  banker's  function.  He  either  goes  in  fear 
and  trembling,  dreading  lest  he  be  swindled,  extermi- 
nated, or  devoured  by  the  unscrupulous  banker,  and  en- 
deavoring to  conceal  all  information  regarding  his  busi- 
ness which  might  "incriminate"  him,  or,  on  the  other 
hand,  he  rather  arrogantly  demands  that  the  bank  make 
wholly  unwarranted  and  even  unnecessary  commercial 
loans,  frequently  on  no  better  security  than  his  fixed 
assets!  This  lack  of  understanding  of  the  bank's  true 
function  is  partially  accounted  for  by  the  attitude  of 
the  banks  themselves.  They  have  frequently  failed  to 
acquaint  themselves  with  the  nature  of  their  client's 
business,  and  have  sometimes  not  cared  to  be  bothered 
with  the  smaller  accounts. 

In  general,  however,  the  great  competition  in  banking 
in  the  United  States  has  led  to  a  particular  cultivation 
of  the  small  borrower.  In  fact,  credit  has  probably 
been  far  too  easy  in  this  country.     We  have  reaped 
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the  results  in  rapid  growth,  accompanied  Ijy  numerous 
failures.  Again,  competition  in  l)anking  has  made  it 
possible  for  many  a  stronger  concern  to  ignore  its 
bank  and  refuse  to  give  the  information  regarding  its 
financial  condition,  which  is  essential  to  intelligent 
credit  granting. 

Though  there  is  much  loose  talking  about  banker  con- 
trol of  industry,  this  criticism  cannot  properly  be  direct- 
ed against  the  average  commercial  bank.  If  a  customer 
is  frank  with  his  bank,  and  lives  up  to  the  requirements, 
he  can  usually  get  any  service  within  reason.  Invest- 
ment bankers  sometimes  insist  that  they  be  represented 
on  the  directorate  of  companies  which  they  have  helped 
finance — frequently  to  the  discomfort  of  the  original 
owners,  who  now  have  to  work  to  pay  off  their  debts. 
A  concern  which  does  not  fancy  financial  control  of  this 
sort  will  do  well  to  keep  its  house  in  order  and  to  walk 
humbly  in  the  days  of  its  prosperity. 

There  yet  remains  a  vast  field,  as  yet  little  cultivated, 
for  the  development  of  financial  cooperation  between 
banks  and  industries.  The  banks  have  not  made 
sufficient  use  in  an  analytical  way  of  the  invaluable 
material  in  their  possession.  Nor  have  they  until 
recently  secured  detailed  statements  of  condition  with 
sufficient  frequency  from  their  clients.  There  has  been 
too  much  guessing  on  the  part  of  the  lender  and  borrow- 
er. It  should  be  the  banker's  function  to  obtain  more 
information  and  carefully  to  analyze  and  interpret  the 
data  in  his  possession.  Thus  by  making  a  dynamic  study 
of  the  credit  situation  in  the  different  types  of  industry, 
and  by  reducing  the  results  to  approximate  financial 
standards,  it  might  be  possible  to  give  such  constructive 
financial  advice  to  business  men  as  would  enable  them 
to  avoid  many  of  the  pitfalls  into  which  they  now 
tumble  through  a  failure  to  conduct  their  operations 
with  a  view  to  the  current  trends  in  business  conditions. 

All  economic  laws  are  but  approximations.  No 
rigid  rules  can  be  laid  down.  To  base  credit  granting 
solely  on  statistical  standards  is  as  unsafe  as  to  make 
only  character  and  capacity  the  criterions.     Yet  the 
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statistics,  when  properly  interpreted,  no  doubt  usually 
reflect  the  character  and  capacity  of  a  concern's  officers 
in  a  rather  intimate  way.  The  fact  that  we  still  have 
so  many  business  calamities,  so  many  peaks  and  valleys 
in  our  Business  Cycle,  shows  that  there  is  some  "malad- 
justment" somewhere  which  probably  can  be  remedied 
when  the  causes  are  sufficiently  understood.  It  would 
seem  that  the  banks,  through  a  more  careful  study, 
and  through  greater  cooperation  with  each  other  and 
with  industrial  concerns,  might  give  constructive 
advice  and  force  compliance  with  this  advice  on  the 
part  of  the  borrowers,  in  time  to  prevent  many  a  catas- 
trophe. Thus  the  curves  of  the  Business  Cycle  might 
gradually  be  somewhat  flattened  out,  much  to  the 
financial  gain  of  the  business  concerns  themselves,  the 
banks,  and  the  community  at  large. 

Finally,  it  cannot  be  stressed  too  strongly  that  the 
average  concern  tries  to  do  too  much  business  on 
credit.  Many  a  business  has  failed  and  many  a  bank 
has  lost  money,  because  temporary  borrowings  have 
been  used  for  investment  purposes.  This  situation 
might  be  avoided  if  the  bankers  would  insist  that  their 
customers  pay  off  all  loans  at  least  once  each  year. 
This  rule  is  not  ordinarily  observed,  except  by  the 
very  small  concerns  which  are  not  large  enough  or 
"shrewd"  enough  to  use  the  open  market  or  some  other 
bank  as  an  alternative  source  of  funds.  Some  bor- 
rowers make  it  a  practice  to  flit  in  and  out,  from  bank 
to  bank,  or  from  bank  to  open  market  and  back  again, 
and  then  to  call  it  "cleaning  up"  the  loans!  This 
practice  simply  means  a  lack  of  permanent  working 
capital  on  the  part  of  the  borrowing  concern,  with  the 
many  attendant  dangers. 

The  Commercial  Paper  Market  is  not  for  the  small 
borrower.  Many  mediumi-sized  concerns,  however, 
resort  to  borrowing  through  note  brokers  in  order  to 
secure  temporarily  lower  rates  of  interest  and  to  avoid 
keeping  the  usual  deposits  required  by  their  banks. 
The  open  market  is  useful  in  the  case  of  large  concerns 
whose   banks    cannot,    according   to  law,  lend  them 
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enough  money,  and  which  do  not  care  to  maintain 
adequate  deposit  requirements  in  a  large  number  of 
separate  banks.  But  for  the  smaller  company  the 
open  market  appears  to  have  few  advantages.  These 
little  fellows  tend  to  use  the  note  broker  as  a  com- 
petitor of  the  bank  instead  of  as  a  useful  adjunct. 
Usually  they  neglect  to  live  up  to  the  bank's  deposit 
requirements,  and  then  when  the  market  suddenly 
closes  on  them  they  are  in  a  dangerous  position.  All 
lines  should  be  kept  open  as  long  as  possible. 

Further,  a  concern  selling  its  paper  on  the  open 
market  is  subject  to  much  investigation  and  gossip 
which  very  frequently  works  injury.  Finally,  the 
small  interior  banks,  which  in  recent  years  have 
absorbed  great  quantities  of  commercial  paper,  act 
pretty  much  like  sheep.  They  buy  some  paper  which 
is  really  far  from  "prime"  because  they  "know"  the 
name  of  the  borrower  or  the  issuing  concern.  They 
turn  against  or  refuse  other  paper  of  a  much  higher 
grade  because  the  name  is  not  so  well  known  or  because 
of  prejudice  arising  from  unfounded  rumors.  For 
example,  if  the  paper  of  a  concern  in  one  line  of  industry 
goes  bad,  there  is  a  tendency  to  avoid  all  paper  put  out 
by  any  concerns  engaged  in  this  particular  industry. 
Beyond  a  doubt  that  company  rests  easiest  which  does 
not  need  to  reckon  with  situations  such  as  these. 

Many  enthusiastic  claims  have  been  made  for  the 
Trade  Acceptance  as  a  method  of  financing  for  working 
capital.  Some  have  gone  so  far  as  to  say  that  the 
working  capital  of  a  concern  would  be  doubled  if  the 
trade  acceptance  were  used  on  all  accounts,  since  these 
acceptances  could  be  discounted.  The  obvious  reply 
to  this  line  of  argument  is  that  if  a  firm's  collection  of 
customer's  accounts  is  prompt,  a  bank  will  lend  to 
the  limit  on  the  current  ratio.  Trade  acceptances  in 
such  cases  are  not  needed  to  improve  the  quality  of  a 
concern's  receivables.  If,  on  the  other  hand,  accounts 
receivable  are  customarily  slow,  the  acceptances  may 
be  used  to  make  payments  more  certain.  Trade 
acceptances  arising  in  this  manner,  however,  might  not 
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be  looked  upon  with  much  favor  for  rediscount  pur- 
poses. At  any  rate,  no  reputable  banker  cares  to  lend 
twice  on  the  same  assets,  nor  does  he  care  to  have  his 
customers'  trade  acceptances,  which  become  two-name 
paper,  discounted  on  the  open  market  or  with  finance 
corporations,  after  a  bank  loan  has  already  been  made. 
The  real  function  of  the  trade  acceptance  would  seem 
to  be  remedial — to  improve  the  quality  of  a  concern's 
receivables  and  so  improve  its  credit  position  and 
increase  the  turnover  of  its  working  capital. 

The  various  emergency  methods  of  financing  for 
working  capital  purposes  require  little  mention  in  this 
place.  As  a  rule,  no  concern  should  pledge  its  receiv- 
ables or  borrow  on  other  security  except  as  a  last 
resort.  Additional  working  capital  above  what  the 
banks  can  safely  lend  should  be  secured  from  earnings 
reinvested,  rather  than  through  public  financing. 
When  it  becomes  necessary  through  hard  luck  or  bad 
management  to  sell  senior  securities  in  order  to  protect 
the  current  position,  one  can  only  say,  "God  help  the 
unfortunate  borrower!" 

Just  as  no  family  can  thrive  permanently  without 
proper  food,  and  no  salaried  man  can  save  unless  his 
wife  is  a  careful  buyer,  so  no  business  concern  can  hope 
for  success  unless  it  knows  how  to  buy  right,  in  quality, 
in  quantity,  in  price,  and  in  time.  No  concern  is 
stronger  than  its  purchasing  policy.  Unwise  buying, 
buying  too  much  and  at  the  wrong  time,  has  wrecked 
the  largest  companies.  Few  concerns  during  the  past 
year  have  failed  to  suffer  bitterly  because  of  the  heavy 
shrinkage  in  high  cost  and  unnecessarily  large  inven- 
tories. As  the  housewife  lays  in  an  enormous  stock 
of  25-cent  sugar,  though  when  it  costs  only  7  cents 
per  pound  she  buys  only  from  hand  to  mouth,  so  when 
prices  are  high  and  goods  apparently  scarce,  the 
business  man  seems  unable  to  resist  the  temptation  to 
"load  up."  In  the  case  of  the  retailer,  the  overbuying 
is  usually  the  fault  of  the  salesmen,  who  talk  high 
prices  in  order  to  make  present  sales.     The  losses  due 
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to  a  wrong  purchasing  policy,  even  though  there  be  no 
iaventory  shrinkage,  are  serious  because  of  the  slower 
turnover  of  working  capital,  if  for  no  other  reason. 

The  dangers  of  underbuying  are  relati\'ely  too  small 
to  be  noted.  In  a  small  manufacturing  business,  in 
which  the  \'arious  operations  are  coordinated  in  one 
man,  there  sometimes  seems  to  be  less  danger  of  excess 
buying  than  in  the  larger  corporations  where  the  labor 
of  supervision  is  divided.  Nor  is  it  a  safe  policy  for 
an  industrial  concern  to  speculate  on  the  raw  material 
which  it  uses;  it  is  much  like  stock  market  gambling — 
a  few  gain  but  most  lose. 

Finally,  the  fact  cannot  be  too  strongly  stressed 
that  the  firm  which  buys  for  cash  has  the  world  at  its 
feet.  As  Petrarch  puts  it,  "There  is  no  place  so  strong 
but  that  an  ass  laden  with  gold  will  find  his  way  in." 
Better  still,  to  paraphrase  the  words  of  Adam  Smith, 
"There  will  never  be  any  scarcity  of  wine  for  him  who 
hath  the  wherewithal  to  pay  for  it."  The  buyer  who 
has  ready  money  can  always  get  the  best  prices  be- 
cause he  is  beholden  to  none. 

In  the  production  end  of  most  manufacturing  con- 
cerns great  financial  losses  arise.  The  true  costs  are 
frequently  not  known  with  sufficient  accuracy  or 
frequency.  By  many  smaller  competing  concerns 
goods  are  even  sold  at  an  actual  loss.  They  make 
money  until  they  fail!  Nor  are  the  most  profitable 
methods  of  production  utilized.  According  to  the 
much  discussed  "Hoover  Report"  more  wastes  in 
production  are  charged  to  the  management  than  to 
labor,  which  has  ordinarily  been  blamed  for  inefficiency. 
Whatever  the  theories  may  be,  it  is  true  without 
question  that  the  wastes  arising  from  wholly  unneces- 
sary labor  turnover  are  enormous.  The  economic 
wastes  arising  from  style  changes,  lack  of  standardiza- 
tion, and  similar  causes,  are  vast,  and  in  the  long  run 
mean  lower  profits  for  all  industries.  At  a  given  time, 
however,  it  is  difficult  to  know  how  great  this  effect  may 
be.     Nor  should  it  be  overlooked  that  there  are  intan- 
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gible  gains  coming  from  the  mental  satisfactions  derived 
from  constant  variety  in  goods  produced. 

So  much  has  been  written  about  the  economies  of 
large-scale  production  and  the  ad-\'antages  of  horizontal 
and  vertical  combination,  that  the  topic  seems  hardly 
worth  mentioning  in  this  connection.  It  may  be  noted, 
however,  that  very  frequently  the  alleged  decrease  in 
cost  of  production  resulting  from  an  increase  in  the 
size  of  the  organization  is  illusory.  While  from  the 
engineer's  point  of  view  the  so-called  manufacturing 
costs  may  be  lessened,  because  of  plant  specialization, 
or  the  use  of  more  economical  units  of  equipment,  and 
the  like,  yet  as  a  business  grows  larger  through  the 
absorption  of  other  concerns,  there  are  many  added 
expenses  not  incurred  by  the  smaller  productive  units. 
These  unforeseen  increases  between  factory  cost  and 
price  to  customer  seem  frequently  to  devour  a  consid- 
erable part  of  the  original  economy.  A  one-man  con- 
cern grown  large  is  frequently  an  exception  to  this  rule, 
as  are  also  the  smaller  concerns  which  are  centrally 
managed  though  not  actually  combined. 

This  entire  subject,  and  the  allied  question  of  inte- 
gration and  development  of  subsidiary  companies, 
furnishes  a  fruitful  field  for  further  study.  This  book 
is  not  concerned  with  the  financing  of  combinations  as 
such,  which  frequently  amounts  to  a  mere  juggling 
of  balance  sheets  and  is  not  a  part  of  the  normal 
financial  conduct  of  an  industry. 

In  recent  ye^rs  attention  has  been  directed  to  the  vol- 
ume of  sales  in  dollars,  rather  than  to  the  number  of 
units  sold.  Hence  comparisons  now  being  made  with 
the  preceding  years  prove  rather  depressing,  though  in 
many  cases  there  is  really  not  much  cause  for  gloom. 
People  cannot  eat  much  more  food  or  use  more  of 
the  staples  just  because  prices  are  falling — nor  will  they. 

It  is  an  American  commercial  trait  to  overrate  the 
selling  end  of  the  business.  Salesmen  are  paid  an 
exceptionally  high  salary  because  they  "get  the 
business."     It  is  very  true  that  most  businesses  could 
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not  long  exist  without  their  salesmen  and  their  adver- 
tising. Yet  the  fact  remains  that  a  great  part  of  the 
energy  expended  in  selling  goods  is  in  the  main  an 
apparent  economic  waste.  Were  it  not  for  the  nature 
of  our  industrial  competition  and  the  fact  that  "every- 
body's doing  it,"  it  should  not  be  necessary  to  incur 
so  much  expense  in  trying  to  convince  the  customer 
that  Chesterfield  cigarettes  are  better  for  him  than 
Fatimas!  Since  the  public  is  willing  to  pay  the  bills, 
there  must  be  some  intangible  gain,  and  no  doubt 
competition  in  selling  keeps  up  the  standard  of  effi- 
ciency so  as  to  lower  costs.  This  again  is  a  matter  for 
further  investigation,  particularly  in  so  far  as  the  ulti- 
mate financial  results  of  advertising  are  concerned. 

It  is  much  more  significant  that  many  business 
concerns  are  constantly  out  of  breath  in  their  endeavors 
to  keep  up  with  their  salesmen,  who  "oversell"  certain 
lines  of  goods  when  the  selling  is  easy,  and  then  call 
on  the  management  for  more  plant  capacity  in  order 
to  supply  a  demand  which  proves  to  be  only  temporary. 
Many  a  concern,  having  expanded  under  such  pressure 
during  recent  years,  has  now  been  effectively  sold  into 
the  receiver's  hands  or  the  bankruptcy  court. 

Mention  should  also  be  made  of  another  reprehensible 
sales  policy — that  of  making  special  concessions  to 
customers,  particularly  in  the  way  of  granting  unduly 
long  terms.  It  is  not  the  function  of  a  selhng  concern 
to  act  as  a  banker;  the  practice  is  dangerous  for.  the 
seller  and  'doubly  dangerous  for  the  customer.  The 
latter  fools  himself  into  thinking  that  he  is  a  business 
success  when  he  is  really  hovering  on  the  brink  of  failure. 
Many  an  incompetent  upstart  bursts  into  business 
because  of  the  fact  that  dealers  are  willing  to  carry  his 
accounts  for  a  long  time.  The  results  are  in  the  long 
run  usually  disastrous  all  round,  and  the  ultimate  con- 
sumer again  pays  the  bills.  Collections  should  at  all 
times  be  prompt.  It  is  no  kindness  to  let  a  customer 
form  the  habit  of  being  slow  and  losing  his  discounts. 

Finally,  it  should  be  the  aim.  of  every  concern  to 
keep  its  stock  rapidly  moving,  even  though  the  margin 
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of  profit  is  lower.  Money  tied  up  in  inventory  yields 
no  income.  If  values  shrink  and  losses  must  be  taken, 
they  should  be  taken  early.  The  business  can  thus, 
after  cleaning  out  the  old  stock,  put  itself  in  a  strong 
position  to  buy  at  the  best  market,  and  to  start  com- 
petition with  lower  costs.  The  importance  of  the 
same  policy  should  be  impressed  on  customers.  It  is 
criminal  to  urge  them  to  overbuy,  while  such  a  policy 
inevitably  reacts  on  the  finances  of  the  selling  house. 

As  to  the  Administration  of  Earnings,  little  need  be 
added.  If  the  management  is  honest,  there  will  be 
no  doubt  about  the  policy  followed.  In  fact,  with 
reasonable  intelligence,  there  is  less  likelihood  of  going 
wrong  at  this  point  than  at  most  others.  Adequate 
maintenance  should  be  provided  for,  ample  depreciation 
allowed,  and  liberal  surpluses  built  up  against  less 
prosperous  years.  Improvements  should  be  made  out 
of  earnings  and  not  out  of  capital.  After  this  point, 
the  rest  is  comparatively  simple.  If  the  business  is 
privately  owned,  the  question  of  dividend  policy  is 
frequently  not  raised.  If  the  stock  is  more  widely 
held,  however,  dividends  should  not  under  any  circum- 
stances be  paid  until  a  surplus  margin  of  net  income 
equal  to  at  least  one  year's  reasonable  dividend  require- 
ments has  been  accumulated.  If  the  future  looks 
ominous,  dividends  should  rarely  be  paid,  even  though 
earned  by  a  considerable  margin. 

With  these  considerations  in  mind,  the  dividend 
policy  will  be  determined  largely  by  the  exigencies  of 
the  particular  case.  If  the  holders  of  common  stock 
have  actually  paid  cash  for  their  shares,  they  are  entitled 
to  a  fair  return  for  the  risks  taken.  Yet,  it  is  always  a 
conservative  policy  to  put  back  into  the  business  one 
dollar  for  every  dollar  paid  out  in  dividends,  until 
such  time  as  it  appears  that  the  accumulated  profits 
of  "the  stockholders  would  yield  a  higher  income  if 
invested  by  them  outside  the  business.  In  the  light 
of  these  general  suggestions,  particular  cases  regarding 
expansion  out  of  earnings  can  be  decided-    When  the 
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earnings  permit,  this  should  ordinarily  be  the  rule; 
for  the  expansion  should  not  be  planned  unless  the 
owners  feel  that  the  proposition  will  pay  well,  and  that 
their  income  from  the  added  construction  will  be  high. 

According  to  the  statistics  of  the  Treasury  Depart- 
ment, in  1918  there  were  115,518  business  corporations 
in  the  United  States  with  no  annual  net  income. 
Inactive  concerns  having  been  deducted,  the  number 
was  71,907,  or  more  than  26  per  cent  of  all  active 
business  corporations  in  the  country.  Of  those  cor- 
porations reporting  net  income,  118,370,  or  58.6  per 
cent,  had  a  net  income  below  f  5,000,  while  only  1,026, 
or  one-half  of  one  per  cent,  reported  a  net  income  in 
excess  of  $1,000,000  annually. 

This  preponderance  of  very  small  incomes  is  striking. 
When  the  two  groups  are  combined,  it  appears  that 
190,277,  or  more  than  69  per  cent  of  all  active  business 
corporations  in  the  United  States,  either  reported  no 
net  income,  or  an  annual  net  income  under  $5,000.  The 
figxires  are  still  surprising,  even  when  due  allowance  is 
made  for  the  well-known  methods  of  tax  evasion.  It  is 
obvious  that  the  average  industrial  concern  was  not 
making  fabulous  profits,  although  1918  was  an  unusually 
prosperous  year.  Of  course,  a  majority  of  these  con- 
cerns were  small,  but  some  were  no  doubt  very  large. 

During  this  same  year  the  number  of  failures  reported 
by  Bradstreet's  was  10,146,  of  which  only  222  had 
liabilities  in  excess  of  $100,000.  The  financial  difficul- 
ties of  the  present  are  leading  to  much  larger  failures 
than  ever  before.  Yet  it  appears  that  the  smaller  con- 
cerns are  the  ones  which  usually  suffer  most.  Many  of 
the  larger  industrial  units  borrow  so  heavily  from  their 
banks  that  the  latter  find  it  more  worth  while  to  carry 
them  over  the  crisis  than  to  let  them  go  into  bankruptcy, 
when  the  plant  would  sell  for  almost  nothing. 

At  the  present  time  it  is  customary  for  failing 
concerns  to  attribute  their  difficulties  to  the  post-war 
conditions,  to  labor  squabbles,  to  legal  restrictions,  or 
what  not.  These,  to  be  sure,  are  important  factors  in 
the  situ^rtion,    But  such  causes  could  not  have  operated 
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so  effectively  had  the  internal  financial  weakness  not 
already  been  present.  In  other  words,  with  the  timely 
application  of  reasonable  foresight  and  intelligence, 
probably  the  majority  of  recent  failures  could  have 
been  averted. 

It  is  unnecessary  here  to  enumerate  the  specific 
causes  of  failure.  They  can  be  readily  deduced  from 
the  preceding  discussion.  It  should  be  stated,  how- 
ever, that  in  many  cases  it  is  probably  well  for  the 
failures  to  come.  There  are  a  large  number  of  wholly 
inefficient  little  concerns  which  should  never  have 
been  launched.  Then  there  are  the  "war  babies,"  in 
the  begetting  of  which  a  momentary  satisfaction  was 
realized,  but  which  were  doomed  from  birth.  The 
pity  of  it  all  is  that  so  many  otherwise  good  concerns 
are  failing  largely  because  of  fundamental  ignorance 
of  business  conditions  and  economic  principles. 

It  has  from  time  to  time  in  the  past  two  or  three  years 
afforded  rather  gruesome  diversion  to  read  statements 
by  certain  alleged  leaders  of  business,  explaining  the 
reasons  for  their  great  success  and  formulating  general 
rules  of  sound  finance ;  then  to  learn  a  few  months  later 
that  the  corporations  which  they  had  developed  were 
in  a  receiver's  hands  and  that  they  themselves  were 
ejected  from  the  management.     Thus  the  Cycle  moves! 

The  rules  of  the  game  are  after  all  very  simple — so 
simple  that  comparatively  few  recognize  them.  Prob- 
ably little  new  light  on  the  fundamentals  of  business 
finance  has  been  discovered  for  many  generations.  Yet , 
simple  though  the  principles  may  be,  their  application 
is  frequently  most  complicated.  Uncertainty  confronts 
the  executive  at  every  turn,  from  the  launching  of  the 
enterprise  throughout  its  life  history.  Competition 
must  be  met,  profits  must  be  made,  irrespective  of  any 
counsel  of  perfection.  Conflicting  interests  must  be 
reconciled,  and  all  1  he  financial  problem  must  be  han- 
dled in  the  best  way  possible  at  the  time.  It  is  a  wise 
man,  however,  who  understands  the  ultimate  signifi- 
cance of  his  immediate  policies,  and  can  steer  his  gen- 
eral CQurse  toward  a  clearly  defined  goal. 
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Throughout  the  book  it  is  assumed  that  the  student  will  have  a 
general  knowledge  of  the  subject  such  as  can  be  derived  from  the  stucl.y 
of  Lincoln's  Applied  Business  Finance.  The  most  helpful  references 
some  of  which  cover  pretty  much  the  same  ground,  are  marked  with  an 
asterisk  (*).  Where  it  will  facilitate  the  work  of  the  student,  an  ap- 
propriate reference  is  also  given  by  author's  name  following  particular 
problems.  The  general  Outline  and  Bibliography  at  the  beginning  of 
the  book  should  also  be  consulted. 

COUNTLESS  attempts  are  made  to  launch 
enterprises  which  cannot  under  any,  circum- 
stances be  successful.  Provided  the  idea 
in  itself  seems  good,  many  people  look  no  further! 
Hundreds  of  millions  of  dollars  are  wasted  every 
year  on  utterly  futile  propositions.  The  following 
problems,  closely  related  to  the  problems  in  Chapter 
III,  attempt  to  direct  attention  to  some  of  the  vital 
financial  considerations  involved  in  connection  with 
the  launching  of  a  new  enterprise. 
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Problem  1 

General  Problem  in  the  Launching  of  Various 
Types  of  Businesses* 

Consider  yourself,  an  impartial  financial  adviser, 
chiefly  interested  in  the  smaller  business  concerns. 
Your  expert  advice  is  asked  upon  the  following  prop- 
ositions : 

A.  Smith,  who  can  depend  upon  sufficient  financial 
backing  and  who  is  supposed  to  have  good  business 
sense,  wishes  to  start  a  small  rubber  factory  in  an  Ohio 
town  in  1919.  He  is  45  years  of  age,  energetic,  of  excel- 
lent character,  and  has  a  thorough  knowledge  of  the 
rubber  tire  business. 

Questions 
1.  What  advice  would  you  give  him?     Indicate  in 
detail  the  reasons  for  your  decision  and  the  considera- 
tions involved. 


*The  following  suggestions  are  pertinent: 

"There  are  certain  fundamental  factors  which  enter  into  the  selection 
of  every  plant  site.  It  is  the  weighing  of  these  factors  and  establishing 
the  relative  importance  of  each  that  assists  most  in  drawing  scientific 
conclusions  and  deciding  upon  the  proper  location  for  the  plant.  The 
main  factors  may  be  classified  as  follows:  Market,  foreign,  domestic, 
national  or  local.  B — Raw  materials,  principal  and  secondary.  C — 
Transportation,  rail,  water,  motor  trucks.  D — Labor,  male,  female, 
skilled,  unskilled.  E — Power,  coal,  fuel,  oil,  electric.  Secondary  facts: 
A — Climatic  requirements,  if  any.  B — Public  utihties  required. 
C — Dependency  upon  municipal  environment.  D — Dependency  on 
municipal  laws  or  ordinances.  E — Advertising  value  of  plant.  F — 
Financial  aids,  capital,  bonus,  free  site.  G — Disposal  of  plant  wastes. 
In  outlining  the  above  factors  it  will  be  seen  that  the  primary  ones  are 
those  which  usually  enter  most  prominently  into  the  production  and 
distribution  costs  of  the  product,  which,  as  stated  previously,  are  kept 
at  a  minimum  by  a  properly  selected  site.  These  are  the  items,  then, 
that  should  receive  careful  and  thorough  study  and  should  be  weighed 
in  relation  to  each  other  for  any  particular  industry.  It  is  understood, 
of  course,  that  in  various  industries  the  importance  of  these  factors 
will  differ  and  in  some  industries  some  of  the  secondary  factors  will 
assume  major  importance.  But  the  more  consideration  that  is  given 
toward  establishing  the  relative  value  of  these  factors,  the  more  likely 
it  is  that  the  proper  site  will  be  chosen." 

(Adapted  from  H.  H.  McCanna,  in  Industrial  Management,  June  1, 
1921,  p  396.) 
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2.  Would  you  have  given  the  same  advice  in  1913? 

3.  Would  your  advice  have  been  the  same  if  the 
prospective  location  of  the  factory  had  been  in 
Cambridge,  Massachusetts?    San  Francisco,  California? 

(See  Jones,  et  al.) 


B.  Brown  has  worked  for  20  years  in  a  shoe  factory 
and  knows  the  manufacturing  end  thoroughly,  having 
held  all  positions  from  that  of  errand  boy  to  that  of 
foreman.  He  has  saved  $10,000.  As  the  concern  for 
which  he  is  working  is  a  family  affair,  he  decides  that 
there  is  no  real  future  for  himself  if  he  remains.  Since 
the  shoe  business  is  the  only  one  that  he  knows,  he 
wishes  to  start  a  little  shoe  factory  of  his  own  in  Brock- 
ton, Massachusetts,  in  1910. 

Questions 

1.  How  would  you  determine  the  probabihties  of 
success  in  the  new  venture? 

2.  What  kind  of  advice  would  you  give  him? 

3.  If  Brown  had  wished  to  begin  the  business  early 
in  1920,  in  Minneapolis,  would  you  have  given  the  same 
advice? 

(Reference:     Keir,  Manufacturing  Industries  in  America,  p.  235,  ft.) 


C.  Jones,  who  has  an  ordinary  education  and  has 
worked  in  subordinate  positions  in  retail  grocery  stores 
as  well  9,8  in  pandy-making  concerns,  inherited  $5,000 
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early  in  1919.  As  he  wished  to  be  more  independent, 
some  of  his  friends  advised  him  to  start  up  a  candy- 
making  business  and  others  advised  him  to  open  a 
retail  candy  store. 

Question 
What  would  be  your  analysis  of  the  proposition, 
and  how  should  you  have  advised  him? 


D.     Dr.  F,  a  professor  of  chemistry  in 

University,  discovers  a  new  process  for  making  a  rare 
shade  of  dye,  which  hitherto  has  never  been  produced  in 
this  country.  Being  hard  pressed  for  funds,  late  in 
1920  he  offers  to  sell  his  process  to  a  friend,  B.  This 
friend  was  formerly  engaged  in  the  manufacture  of 
chemicals,  but  has  been  inactive  since  the  end  of  the 
war.  For  a  consideration  of  $10,000  he  offers  his  secret 
process,  together  with  his  services  in  getting  the  plant 
started.  It  was  estimated  that  an  additional  $40,000 
would  be  necessary  to  install  the  plant.  The  total  cost, 
$50,000,  was  just  equal  to  B's  entire  capital.  Hence, 
he  was  desirous  of  knowing  definitely  whether  the  busi- 
ness would  be  profitable. 

Question 
Indicate  the  various  considerations  involved,  and 
the  steps  in  reaching  your  decision. 
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E.  To  summarize  the  concrete  result  of  the  fore- 
going discussions,  under  what  conditions  is  the  launch- 
ing of  a  new  enterprise  financially  justified? 

(Reference:     Conyngton,  Financing  an  Enterprise,  p.  35-77.) 


F.  In  each  of  the  foregoing  cases  what  form  of 
organization  would  you  consider  the  most  desirable 
and  why — individual  ownership,  partnership,  or  cor- 
poration? 

(Reference:     Robinson,  Organizing  a  Business.) 


G.  1.  Is  it  financially  desirable  for  a  business  con- 
cern to  be  incorporated  in  the  state  where  it  operates? 
Why  or  why  not? 

2.  Will  your  decision  differ  depending  upon  the  size 
or  nature  of  the  business? 

(References:  Lough,  Corporation  Finance,  49-64;  Conyngton,  Cor- 
porate Organization  and  Management,  39-48.) 


Problem  2 
Shall  a  Chain  of  Toy  Shops  Be  Financed? 

Recently  the  following  advance  information  was 
privately  circulated  regarding  the  organization  and 
financing  of  the  United  Toy  Shops : 
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Two  Big  Objects 
Two  big  objects  will  be  attained  through  the  establish- 
ment of  a  chain  of  United  Toy  Shops  across  the  country. 
The  American  factories  will  have  their  business  stabilized 
and  be  practically  assured  of  a  continuity  of  operation  twelve 
months  in  the  year,  rather  than  depending  upon  a  short 
seasonal  rush.  This  fact,  coupled  with  the  ability  of  a 
chain  store  organization  to  buy  in  large  quantities  for  a 
great  many  stores,  will  enable  the  American  boy  and  girl 
to  secure  toys  at  a  more  stable  price  than  is  possible  under 
the  present  methods  of  high-pressure  seasonal  demand. 

A  New  Industry 
Prior  to  the  War,  we  depended  on  Germany  and  other 
countries  for  our  toys.  There  was  little  incentive  here  for 
the  investment  of  capital  in  the  toy  business.  However, 
since  the  War  and  with  the  advent  of  high-grade  mechanical 
toys,  to  take  the  place  of  foreign  gimcracks,  new  factories 
by  the  hundreds  started  up,  and  the  American  toy  makers 
began  a  career  of  production  and  development  that  has  been 
equaled  only  in  the  automobile  field.  In  fact,  a  new 
industry  has  been  created  in  this  country,  jumping  over- 
night from  a  production  of  a  few  million  dollars  to  one 
approaching  one  hundred  millions  in  1920.  The  great  toy 
fair  held  in  New  York  this  year  opened  our  eyes  to  perhaps 
America's  fastest  growing  industry,  and  just  as  we  have  led 
the  world  in  automobile  production,  so  we  are  already 
leading  the  world  in  toy  production. 

An  All- Year  Business 
Toys  are  a  product  that  do  not  seem  to  feel  business 
depression,  as  it  has  been  noticed  that  in  periods  of  "hard 
times"  toys  are  apt  to  sell  even  better  than  ever.  Further- 
more, just  as  the  automobile  business  has  been  changed 
from  a  summer  trade  to  an  all-year-round  one,  so  toys  are 
coming  into  their  own  for  all  times  of  the  year.  Easter 
season,  for  example,  is  becoming  as  great  a  toy  season  as 
Christmas,  and  by  the  methods  to  be  employed  by  United 
Toy  Shops  in  publicity  and  advertising,  the  business  will  be 
a  constant  one  throughout  the  year — with  naturally  increased 
demand  around  the  various  holidays. 

Advance  Financing 
During  the  organization  period  of  United  Toy  Shops  and 
prior  to  the  selection  of  officers,  directors,  etc.,  an  oppor- 
tunity is  afforded  to  participate  in  the  advance  financing 
on  a  very  satisfactory  basis.  This  is  a  real  chance  to  get 
into  a  big  chain  store  enterprise  at  the  very  start.     We 
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believe  this  is  the  first  time  the  public  geiierally  has  been 
invited  to  participate  in  a  retail  chain  store  organization  at 
the  outset. 

The  Company  as  it  progresses  will  need  hundreds  of 
active  men  and  women  for  executive  and  other  positions 
and  those  who  participate  in  the  advance  financing  have 
naturally  an  excellent  opportunity  along  these  lines. 

Capitalization 

United  Toy  Shops  will  be  one  holding  company  operating 
its  various  shops  just  as  Woolworth's,  Ligge't's,  etc.,  are 
operated  from  one  main  office  with  district  offices  and 
managers. 

Capitalization  of  the  Company  is  to  be  as  follows: 

8%  Gold  Coupon  Ten  Year  Deentbure  Bonds $1,000,000 

Class  A  Common  Stock  No  Par  Value 50,000  shares 

Class  B  Common  Stock  No  Par  "\'alue 5,000  shares 

Stock  to  be  Full  Paid  and  Non-Assessable. 

Class  B  stock  is  to  be  owned  by  the  founders,  but  will  not 
receive  any  dividends  until  the  Company  has  earned  at 
least  $5,000,000  in  any  year — that  is.  Class  A  stock  will  be 
entitled  to  dividends  up  to  SlOO  a  share  annually  before  any 
dividends  are  paid  on  Class  B  shares.  Then  the  balance 
will  be  divided  between  the  two  classes. 

As  the  Class  A  stock  will  be  sold  in  a  large  measure, 
according  to  present  plans,  with  the  Debenture  Bonds,  it  is 
seen  that  the  stock  will  no  doubt  be  owned  chiefly  by  the 
public  and  not  controlled  by  any  special  interests. 

The  plans  are  for  the  Company  to  make  application  to  list 
both  the  Debenture  Bonds  and  Class  A  shares  on  the  New 
York  Stock  Exchange  when  the  Company  is  fully  financed. 

Earning^ 

Careful  consideration  has  been  given  to  the  prospective 
earnings  of  United  Toy  Shops.  Based  on  the  fact  that  the 
profit  in  toys  is  large  and  that  the  Company  will  no  doubt 
do  a  good  mail-order  business  from  each  store  through  its 
catalogs,  distributed  in  the  towns  surrounding  the  city 
where  there  is  a  shop,  in  addition  to  the  sales  in  the  shop,  it 
is  felt  that  a  profit  of  approximately  $70  a  day  per  shop  is  very 
conservative.  This  would  amount  to  about  $20,000  annually. 
One  hundred  shops  on  this  basis  would  show  a  profit  of 
$2,000,000  a  year,  which  would  be  equivalent  to  nearly 
$40  per  share  on  the  entire  50,000  shares  of  Class  A  stock. 

Three  hundred  shops  on  this  basis  would  thus  readily  show 
earnings  of  $100  per  share  on  the  Class  A  stock.  What  the 
possibilities  are  in  years  to  come  when  the  Company  is  able 
to  operate,  say,  1,000  shops,  it  is  difficult  to  estimate. 
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That  the  above  figures  are  reasonable  can  be  seen  from 
the  fact  that  Woolworth's  net  income  last  year  was  around 
$10,000,000,  selling  five-  and  ten-cent  articles,  whereas  the 
average  purchase  at  a  United  Toy  Shop  would  no  doubt  be 
several  times  that  of  a  Woolworth  store,  and  a  great  deal 
larger  volume  of  business  per  store  is  expected  with  larger 
profits  per  dollar  sale  and  smaller  selling  or  clerk  hire  expense. 

Subscription  Prices 

Subscriptions  may  be  placed  for  United  Toy  Shop 
securities  on  the  following  basis : 

$100  Face  Value  Debenture  Bonds  and  10  Shares  Class  A 
stock  @  $100. 

$200  Face  Value  Debenture  Bonds  and  20  shares  Class  A 
stock  @  $200. 

$300  Face  Value  Debenture  Bonds  and  30  shares  Class  A 
stock  @  $300. 

$400  Face  Value  Debenture  Bonds  and  40  shares  Class  A 
stock  @  $400. 

$500  Face  Value  Debenture  Bonds  and  50  shares  Class  A 
stock  @  $500. 

Larger  units  in  proportion.  Above  special  offer  is  for 
immediate  acceptance  for  a  limited  amount  only  and  will 
positively  be  withdrawn  as  soon  as  organization  of  Company 
is  completed,  after  which  the  Class  A  stock  will  be  sold  at 
a  price  consistent  with  its  possible  earning  power  and  the 
showing  of  the  Company. 

What  United  Toys  Offers  as  an 
Investment  Possibility 
,  Taking  figures  under  "Earnings"  as  a  basis,  United  Toys 
seems  to  offer  an  excellent  investment  possibility. 

Figuring  on  a  subscription  of  say  $300,  you  receive  $300 
in  Debenture  Bonds  to  yield  8%  yearly  and  30  shares  of 
Class  A  stock  given  as  a  bonus. 

With  100  shops  showing  earnings  of  around  $40  a  share, 
this  will  be  equivalent  to  $1,200  on  your  30  Class  A  shares. 
With  300  shops  in  operation  and  estimating  dividends  at 
$100  a  share,  this  would  net  you  $3,000  annually.  In  this 
case  the  value  of  your  shares,  figuring  on  a  basis  of  10%  for 
valuation,  would  be  around  $30,000. 

While  we  cannot  make  any  promises  or  guarantees  of  any 
kind  with  reference  to  earnings  or  dividends  of  United  Toys, 
yet  we  feel  that  the  Class  A  shares  offer  unusual  speculative 
possibilities,  and  even  the  large  possible  returns  cited  above 
are  small  compared  to  what  other  concerns  have  paid  to 
those  who  invested  at  the  beginning.  The  man  who  in- 
vested $500  in  United  Cigars  at  the  beginning  is  said  to 
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have  earnings  from  (lie  wiock  of  $1,000  a  year  and  the  stock 
to  be  worth  around  $40,000. 

Wc  feel  that  the  toy  business  will  be  one  of  our  leading 
industrials  within  a  few  years,  and  on  this  basis  United  Toy 
Shops  should  justify  all  our  expectations  of  earning  power. 

Subscription  Understanding 
Subscriptions  are  now  being  received  for  the  securities  of 
United  Toy  Shops  with  the  understanding  that  the  name 

United  Toy  Shops,  Inc. 
has  been  approved  by  the  Secretary  of  State  of  New  York, 
and  of  other  states,  and  that  the  corporation  papers  will  be 
put  through  as  soon  as  all  legal  details  have  been  taken  care 
of,  final  draft  of  charter  approved,  etc. 

All  subscriptions  are  being  received  by  the  United  Toy 
Shops  Organization,  to  whom  checks  must  be  made  out. 
The  United  Toy  Shops  Organization  guarantees  to  deliver 
the  bonds  and  stock  as  specified  in  subscription  form  if  same 
is  accepted. 

Qiiestions 

1.  Do  you  approve  of  launching  such  an  enterprise 
at  this  time? 

2.  Do  you  approve  of  the  financing  by  means  of 
debenture  bonds? 

3.  What  is  your  opinion  as  to  the  earning  power  and 
future  prospects  of  this  concern,  granting  that  it  can 
be  financed? 

4.  What  advice  would  you  give  to  a  friend  asking 
you  whether  he  should  invest  in  this  proposition? 

5.  What  seem  to  be  the  chief  financial  advantages 
of  the  chain  store? 


Problem  3 

Shall  a  Company  for  Exploiting  a  New 

Mechanical  Device  be  Launched? 

A  small  investment  house  sends  out  the  following 
account  of  the  method  by  which  a  machine  known  as 
the  Kuick  Koin  Kalkulator  is  to  make  money  for  those 
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who  invest  in  the  company  formed  to  exploit  the 
patent  rights: 

KuiCK  KoiN  Kalkulator 

This  machine  is  designed  to  take  care  of  the  postage 
stamp  business  in  public  places,  such  as  hotels,  ofSce  build- 
ings, drug  stores,  railway  stations  or  any  place  where  the 
sale  of  postage  stamps  has  become  a  nuisance.  This  machine 
actually  does  take  care  of  the  postage  stamp  business  because 
it  will  accept  any  coin  from  a  nickel  to  a  25(2^  piece  and 
sell  to  the  customer  any  quantity  of  either  2<f,Qvl(f-  stamps 
or  both,  which  may  be  desired,  and  deduct  the  amount 
purchased  from  the  coin  inserted  and  give  back  the  change 
due,  less  \<f-.  The  change  is  always  short  15^  because  each 
and  every  time  this  machine  operates  it  charges  1^-  for  ser- 
vice so  that  every  time  the  machine  is  operated  it  earns  1<^ 
for  itself. 

From  a  mechanical  standpoint  this  machine  is  a  very 
remarkable  machine  because  it  is  called  upon  constantly  to 
do  varying  work.  All  coins  are  inserted  in  the  same  inlet 
slot,  and  the  same  push-button  is  used  whether  you  buy  one 
stamp  or  249!  worth  of  stamps,  and  the  same  change-button 
is  used  whether  you  are  getting  change  for  a  nickle  or  change 
for  a  259^  piece.  The  machine  is  the  same  class  of  mechanism 
as  cash  registers,  adding  machines,  and  typewriters,  but 
unlike  these  machines  our  machine  is  fool-proof.  Operators 
have  to  be  taught  how  to  operate  cash  registers,  adding 
machines  and  typewriters  or  they  will  ruin  the  machines, 
while  our  machine  cannot  be  gotten  out  of  commission  by  the 
operator.  This  feature  of  the  machine  is  essential  because 
the  machine  is  left  by  itself  to  take  care  of  its  customers  as 
well  as  itself.  The  machine  always  deals  correctly  with  the 
operator,  and  if  for  any  reason  the  machine  becomes  exhausted 
of  its  supply  of  postage  stamps  or  change  so  that  it  cannot 
accommodate  the  customer,  it  immediately  locks  itself  up 
so  that  it  cannot  be  operated  until  its  merchandise  is 
replenished. 

The  machine  is  equipped  with  a  very  clever  coin-detecting 
mechanism  and  throws  out  spurious  coins  and  slugs  as  well 
as  foreign  money.  For  instance,  a  Canadian  25;^  piece  will 
immediately  be  returned  to  the  customer  as  will  a  telephone 
slug  or  any  such  slug  made. 

The  machine  as  a  machine  is  a  complete  and  individual 
business  in  itself.  It  takes  care  of  itself  in  every  way.  It 
also  takes  care  of  the  customers  and  it  records  each  and 
every  deal  that  is  made  and  balances  its  cash  after  every 
transaction,  so  that  any  time  we  call  upon  the  machine  we 
know  exactly  how  much  the  machine  has  earned,  and  so  on, 
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so  that  the  machine  actually  does  run  a  business  of  its  own, 
as  well  as  do  its  own  bookkeeping  and  cashier  work. 

To  sum  up  the  whole  machine  from  a  machine  or  mechanism 
standpoint,  it  is  considered  by  all  engineers  who  have 
investigated  it  as  well  as  worked  upon  it,  to  be  the  most 
remarkable  piece  of  mechanism  ever  completed  and  per- 
fected, and  all  engineers  know  as  soon  as  they  look  at  this 
machine,  that  it  was  developed  only  after  many  years  of 
work  and  after  the  expenditure  of  many  hundreds  of  thou- 
sands of  dollars. 

This  because  the  machine  is  entirely  new  from  an  invention 
standpoint  and  there  is  nothing  to  date  of  record  in  the 
Patent  Office  from  which  assistance  could  be  gotten  in  the 
development  of  this  machine,  because  it  is  the  first  machine 
ever  attempted  which  would  sell  a  varying  quantity  of 
merchandise  out  of  one  coin.  The  machine  goes  farther 
because  it  sells  varying  quantities  of  varying  commodities, 
out  of  either  one  coin  or  varying  coins. 

Plan  of  Operation 

These  machin  es  are  no  t  for  sale  but  are  bei  ng  placed  in  public 
places,  such  as  above  mentioned.  The  reason  the  machine 
is  built  to  sell  postage  stamps  is  because  the  postage  stamp 
business  is  one  of  the  largest  lines  of  business  in  America 
in  actual  volume  of  dollars  and  cents  and  it  is  the  only 
business  which  is  actually  built  up  and  in  existence  which  no 
one  wants  who  has  it.  Whenever  a  concern  is  found  which 
has  a  nice  large  postage  stamp  business,  we  find  they  are 
very  anxious  to  unload  this  business  on  someone  else, 
because  it  is  a  constant  nuisance  to  them  as  well  as  a  constant 
expense,  so  that  we  are  relieved  of  the  common  cost  in  selling 
devices  of  this  character,  and  the  selling  cost  of  such  machines 
has  been  proven  to  be  very  high.  All  we  have  to  do  is  to 
manufacture  our  machines  and  haul  them  around  and  install 
them  in  places  where  they  have  the  stamp  business  already 
established  for  us.  Immediately  after  the  machine  is  in- 
stalled it  begins  to  earn  money,  real  cash  money,  and  it 
continues  to  do  this  earning  practically  indefinitely. 

Looking  our  whole  proposition  over  from  every  angle  and 
basing  our  possible  earnings  on  machines  which  are  actually 
in  operation  and  which  have  been  in  operation  for  a  period 
ranging  from  one  and  one-half  years  to  six  months,  it  does 
not  seem  as  though  there  is  any  limit  to  the  possibilities  for 
big  profits  in  this  business,  because  on  an  output  of  five 
thousand  machines  per  year  we  could  hardly  take  care  of 
the  new  drug  stores,  new  hotels,  new  office  buildings,  etc., 
which  are  being  opened  up  each  year  in  the  United  States. 
In  addition  to  this,  the  stamp  business  is  doubling  and  has 
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doubled  every  five  years  in  the  large  cities,  ever  since  the 
Government  took  over  the  operation  of  the  postage  stamp 
business.  Some  of  the  cities  have  doubled  their  stamp 
business  every  two  j'cars  for  a  period  of  .^'ears.  The  postage 
stamp  business  of  the  entire  United  States  has  doubled 
on  an  average  of  every  eight  years,  but,  of  course,  the  cities 
increase  faster  than  the  rural  districts,  hence  the  reason  for 
the  cities  doubling  every  five  years.  This  ratio  of  increase 
is  certainly  to  continue  because  mailings  constantly  increase 
with  the  increase  of  education. 

There  are  just  three  questions  to  be  decided  in  a  person's 
mind  as  to  whether  or  not  this  proposition  will  be  a  success. 
The  questions  follow : 

First :    Does  the  machine  do  the  work? 

Second :    Is  there  a  field  for  the  machine? 

Third :    Will  the  public  pay  the  penny  toll  for  the  service? 

Answering  the  above: 

First:  Four  machines  placed  for  six  months  in  the  Grand 
Central  Station  earned  $6  to  $8  per  day.  One  machine 
at  the  Morrison  Hotel  in  Chicago  earned  over  $1,500  per 
year  for  three  years. 

Second:  There  is  certainly  a  field  for  the  machine  be- 
cause 90%  of  the  postage  stamps  sold  in  large  cities  to  the 
people  who  actually  put  the  stamps  on  the  mailings  are 
retailed  outside  of  the  post-office. 

Third :  People  are  now  paying  the  toll  which  this  machine 
exacts  and  are  doing  it  gracefully.  By  standing  around  one 
of  these  machines  which  is  being  operated  by  the  public  one 
will  learn  that  every  person  who  works  this  machine  thinks 
it  is  worth  the  money  and  they  all  marvel  at  how  the  machine 
can  accomplish  what  it  does.  Even  though  we  had  not 
already  proved  that  the  public  would  pay  the  toll,  it  has 
been  proved  many  times  in  recent  years  that  the  public  are 
willing  to  pay  for  service  provided  that  by  paying  for  the 
service,  they  can  save  time  or  save  annoying  someone  else, 
and  it  is  a  proven  fact  that  any  device  which  saves  time  and 
sells  service  is  a  success  and  always  a  big  money  maker. 

Our  proposition  is  strictly  a  public  service  proposition  and 
is  not  unhke  the  telephone,  which  is  nothing  more  or  less 
than  a  time  saver.  If  you  want  to  mail  a  letter  you  have  to 
have  a  postage  stamp  and  you  have  the  privilege  of  paying 
us  for  serving  you  or  walking  to  the  post-office  and  securing 
a  postage  stamp  at  its  face  value.  You  have  the  same  propo- 
sition in  the  telephone  because  you  can  always  walk  or  ride 
to  where  the  party  is  to  whom  you  want  to  talk,  but  in 
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most  cases  it  is  good  business  to  pay  a  nickel  and  use  the 
telephone.  The  difference  between  our  proposition  and  the 
telephone  is  that  one  telephone  is  no  good  to  anyone  and 
will  make  no  money,  a  complete  exchange  system  being 
necessary  before  the  telephone  system  can  be  operated, 
while  in  our  proposition  each  machine  is  a'  money  maker 
itself  and  has  no  connection  with  any  other  machine  and  no 
wire  Connections  and  no  franchises  or  central  girls  are 
necessary  to  the  machine  in  order  that  it  earn  money. 

There  never  has  been  another  proposition  in  the  world,  of 
which  we  have  been  informed,  which  had  as  many  attractive 
features  connected  with  it  as  this  proposition,  which  has  a 
greater  field  in  which  to  expand,  and  it  would  be  silly  for 
any  man  to  even  assume  what  the  ultimate  earnings  of  this 
proposition  will  be. 

Questions 

1.  Discuss  critically  the  claims  made  for  this  machine 
as  a  money  maker. 

2.  Granting  that  the  machine  itself  is  all  that  is 
claimed,  do  you  think  that  a  business  launched  to 
deal  in  the  machines  would  be  a  financial  success? 

3.  Assuming  that  you  favor  the  launching  of  this 
new  enterprise, 

(a)  How  do  you  think  the  proposition  should  be 
financed? 

(6)  What  form  of  organization  should  be 
followed? 

(c)  Should  the  concern  manufacture  its  own 
machines? 

(Reference:     Conyngton,  Financing  an  Enterprise,  81-9i,   147-163.) 


Problkm  4 
Harnessing  the  Tides! 

On  January  1,  1921,  the  following  material,  with 
illustrations,  occupied  a  full  page  of  a  widely  read  and 
very  conservative  eastern  daily: 
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New  Year's  Greetings  to  the  people  of  New  England 
from  the  Universal  Tide  Power  Company ! 

{Author's  note: — Under  this  were  photographs  of  the  pleasant  condi- 
tions enjoyed  by  the  "subscribers  to  the  Universal  Tide  Power  Com- 
pany" whether  at  home,  on  the  railways,  or  in  the  factories.) 

Do  you  want  to  eliminate  your  coal  bill?  If  so,  you  are 
cordially  invited  to  call  at  the  home  of  the  Universal  Tide 
Power  Company. 

The  Knowlton  Hydraulic  Air  Motor,  which  generates  light, 
heat  and  power  from  the  tides.  Patents  issued  in  the  United 
States,  Canada,  Argentina,  Chili,  England  and  France. 
Demonstration  plant  now  under  construction. 

The  Universal  Tide  Power  Company  is  organized  under 
the  laws  of  Massachusetts  and  capitalized  at  $10,000,000. 
Patent  rights  to  first  town  accepting. 

New  England  community  building  initial  tide  power  plant 
will  get  preference. 

One  of  the  greatest  boons  that  this  northern  climate  has 
ever  known  will  come  when  the  method  invented  by  John 
A.  Knowlton  to  generate  power  from  the  tides  is  put  into 
practice.  A  demonstration  plant  to  show  the  practicality  of 
this  system  is  now  being  built  at  East  Saugus  by  the  Univer- 
sal Tide  Power  Company. 

"As  inventor  of  the  Knowlton  hydraulic  air  motor  and 
treasurer  of  the  Universal  Tide  Power  Company,"  declared 
Mr.  Knowlton,  "it  has  been  my  great  desire  to  put  heat  in 
the  homes  at  a  minimum  cost." 

This  is  the  season  of  the  year  which  above  all  others 
brings  with  it  the  desire  to  give,  to  help,  and  in  that  spirit 
the  company  is  renewing  its  offer  of  the  past  and  will  give 
the  rights  free  to  the  first  city  of  Massachusetts  or  the  first 
New  England  state  which  will  build  a  plant.  The  city  or 
state  the  first  to  build,  would  be  able  to  furnish  not  only  the 
needed  heat  to  its  people,  but  light  and  power  as  well,  and 
all  for  a  nominal  cost  to  them.  Further,  this  could  not  fail 
to  lower  taxes,  which  together  with  the  low  cost  of  heating, 
should  be  followed  by  lower  rents.  The  Universal  Tide 
Power  Company  has  sent  a  letter  making  this  offer  to  the 
mayor  of  every  city  in  Massachusetts  and  to  the  Governor 
of  each  of  the  New  England  states. 

With  the  completion  of  the  demonstration  plant,  within 
the  next  few  months,  this  offer  will  be  withdrawn.  The 
company  is  not  making  this  offer  for  selfish  gain,  but  from 
our  honest  desire  to  serve  the  public  well,  and  as  practical 
expression  of  gratitude  to  the  masses  of  the  people  of  New 
England  whose  generous  support  has  made  its  success  possi- 
ble.    While  the  people  will  necessarily  benefit  eventually 
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from  the  installation  of  tide  power  plants  the  added  saving 
to  them  in  money  from  the  prompt  acceptance  of  this  offer 
would  be  great  and  relief  from  dependence  upon  coal  would 
be  immediate. 

I  am  making  this  public  announcement  for  the  Universal 
Tide  Power  Company  because  it  can  serve  the  people  only 
through  the  officials  who  represent  them,  and  desire  the 
people  of  this  state  and  of  New  England  to  know  that  this 
opportunity  is  theirs,  and  that  only  through  inaction  on  the 
part  of  their  executives  can  it  be  lost  to  them. 

I  believe  the  company  will  receive  the  cooperation  from 
these  officials  which  the  people  have  a  right  to  expect,  and 
I  have  cordially  invited  them  to  send  the  best  hydraulic 
engineers  which  the  Government — state  or  nation — can 
furnish,  to  inspect  the  Universal  Tide  Power  plant  at  East 
Saugus,  see  the  plans  and  specifications  and  the  working 
model  at  the  home  office,  and  to  make  their  expert  opinions 
known. 

Six  months  later  the  company  was  sending  out 
literature  as  follows: 

The  Press  unanimously  declare  that  power  can  be  derived 
from  the  tides. 

Understanding  your  opportunity  pays. 

Billions  in  Inventions 

An  estimate  made  ten  years  ago  shows  that  American 
manufactures,  which  have  for  their  foundation  inventions — 
fully  protected  by  Government  patents — amounted  to  the 
enormous  sum  of  $21,000,000,000. 

The  men  and  women  who  get  these  billions  are  the  men 
and  women  who  invested  in  inventions  and  the  industries 
inventions  build.     This  is  Your  Opportunity! 

Act  Now!        Price  of  Shares  Now  $3.00        Don't  Delay 
Bonus  on  All  Cash  Sales 

Cash 
From  One  Share  up  for  Cash 

$  75.00  buys  27  Shares 
$  150.00  buys  55  Shares 
$  300.00  buys  110  Shares 
$  600.00  buys  220  Shares 
$1050.00  buys  385  Shares 

Term  Payments 
$75.00  buys  25  Shares  $15  down  and  4  monthly  payments 
of  $15. 
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$150.00  buys  50  Shares  $30  down  and  4  monthly  payments 
of  $30. 

$300.00  buys  100  Shares  $60  down  and  4  monthly  pay- 
ments of  $60. 

$600.00  buys  200  Shares  $120  down  and  4  monthly  pay- 
ments of  $120. 

$1050.00  buys  350  Shares  $210  down  and  4  monthly  pay- 
ments of  $210. 

Finances 

The  financial  standing  of  the  Universal  Tide  Power  Com- 
pany is  very  satisfactory.  We  have  no  debts,  our  liabilities 
consisting  of  outstanding  shares  and  current  bills  only.  Our 
assets  consist  of  deposits  in  the  bank.  Bills  collectible 
amounting  to  a  considerable  sum — our  holdings  at  Saugus, 
to  which  may  be  added  the  value  of  work  done  there,  and 
several  hundreds  of  dollars  worth  of  other  properties;  such 
as  models,  films  and  projectors,  office  furniture,  tools  and 
automobiles  used  in  our  business. 

Important:  The  plant  now  being  built  by  this  company 
at  East  Saugus,  Massachusetts,  is  for  demonstration  pur- 
poses only.  Dividends  and  profits  will  come  later  from  the 
sale  of  patent  rights. 

This  invention  is  patented  in  six  countries  and  is  designed 
to  utilize  the  tremendous  possibilities  of  the  waste  waters  of 
the  world. 

After  installation  there  will  be  but  slight  cost  for  main- 
tenance of  plant,  the  ENERGY  for  which  (WATER)  will 
cost  nothing,  against  the  ever-increasing  cost  of  coal. 

THE  TIDES  WILL  PERSIST  IN  WORKING  PERPETUALLY, 
THUS  MAY  THE  USE  OF  COAL  BE  ELIMINATED 

Price  of  Shares  soon  to  Advance 

Questions 

1.  Granting  that  the  men  back  of  this  proposition 
are  honest,  and  granting  that  electricity  can  be  gener- 
ated in  the  way  wiiich  they  state,  do  you  think  that 
there  is  any  financial  justification  for  the  launching 
of  this  concern?    Why? 

2.  Specifically,  what  important  considerations,  if 
any,  appear  to  you  to  have  been  overlooked  in  con- 
nection with  this  proposition? 

3.  Assuming  for  the  moment  that,  so  far  as  can 
be  determined,  the    company    will    ultimately   prove 
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successful,  do  you  believe  that  it  should  be  financed 
in  the  way  indicated? 

(Reference:  '  Conyngton,  Financing  cm  Enterpriac,  and  Jones,  Invest- 
ments, 310-328.) 


Problem  5 
Launching  a  Fire  Insurance  Company  in  1921 

Early  in  1921  a  group  of  men  in  Wisconsin  were 
endeavoring  to  launch  a  new  fire  insurance  company. 
In  their  attempt  to  secure  money  for  financing  this 
proposition,   they  stressed  particularly  three  things: 

In  the  first  place  they  attempted  to  show  by  means 
of  statistics  that  fire  insurance  companies  both  in 
number  and  in  volume  of  business  done  had  by  no 
means  increased  in  proportion  to  the  actual  increase 
in  building  valuation  during  the  last  few  years. 

Secondly,  they  showed  that  in  proportion  to  the 
building  valuation  in  the  State,  people  in  Wisconsin 
were  carrying  far  less  fire  insurance  than  in  most  of 
the  larger  states,  and  relative  to  the  possibilities  for 
fire  insurance  business,  the  State  was  not  well  supplied 
with  fire  insurance  companies.  Hence  there  should  be 
a  very  good  field  for  a  new  fire  insurance  company. 

Finally,  they  suggested  that  the  fire  insurance  busi- 
ness, as  demonstrated  by  the  experience  of  the  old-line 
companies  in  the  Eastern  States,  is  a  highly  profitable 
undertaking  with  relatively  steady  earnings. 

Questions 

1.  Should  you  expect  that  the  launching  of  a  new 
fire  insurance  company  at  the  time  and  place  indicated 
was  justified? 

2.  What  is  your  opinion  of  the  reasons'  given  by  the 
promoters  for  the  formation  of  this  company? 
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3.  Do  you  think  it  desirable  that  a  fire  insurance  com- 
pany be  operated  as  a  corporation  or  as  a  mutual 
benefit  association? 

(Reference:  Zartman  and  Price,  Property  Insurance,  121-147, 
309-322.1) 

4.  If  the  attempt  had  been  made  to  launch  a  new 
life  insurance  company  at  the  same  time  and  place, 
analogous  arguments  having  been  presented  by  the 
promoters,  what  would  your  answer  have  been? 

(Reference :    Zartman  and  Price,  Personal  Insurance,  75-94,  297-309.) 


Problem  6 

An  Attempt  to  Finance   a  Commercial  Paper  House 

In  May,  1921,  the  following  prospectus  of  a  new 
stock  issue  appeared  privately  in  Boston: 

Tax  Free  in  Massachusetts 

NEW  ISSUE  Free  of  Normal  Federal     first  offering 

Income  Tax 

$350,000 

Company 

Established  Incorporated 

1916  (A  Massachusetts  Corporation)  1921 

8%  cumulative  preferred  stock 

Par  Value  1100 

Redeemable  at  $110  and  accrued  dividend 

Dividends  payable  quarterly  on  the  first  day  of  January, 
April,  July  and  October. 

1,750  Shares  Common  Stock 
No  Par  Value 

The    following    is    summarized    from    a    letter    of 
Mr ,  President : 
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The  Company  is  an  established  commercial  paper  house. 
It  maintains  offices  at .  . . ,  Devonshire  Street,  Boston,  and 
will  establish  and  maintain  offices  in  the  principal  financial 
centers. 

The  capital  is  always  liquid  and  has  been  turned  over 
better  than  110  times  in  the  year  of  1920,  yielding  a  gross 
profit  of  30%  on  its  capital. 

Among  the  company's  clients  are  some  of  the  leading 
manufacturing  and  mercantile  companies  in  the  country. 
The  house  is  favorably  known  to,  and  does  business  with, 
the  leading  banks. 

The  business  in  which  this  company  is  engaged  is  per- 
manent and  is  becoming  of  greater  importance  every  year. 

The  growth  of  the  business  since  1916  has  been  steady  and 
conservative  with  all  safety.  Profits  have  a'so  increased 
steadily  each  year. 

We  offer  this  stock  in  units  of : 

2  Shares  of  8%  Cumulative  Preferred  (par  value  $100 
per  share). 

1  Share  of  Common  Stock  (no  par  value). 

Price  Per  Unit  $235 

Accompanying  the  prospectus  was  a  letter  from  the 
president  of  the  new  company,  from  which  the  follow- 
ing excerpts  are  made: 

Business 
Commercial  Paper  Brokers — The  primary  business  of 
a  commercial  paper  house  is  dealing  in  three  to  six  months' 
notes  of  manufacturing  and  mercantile  concerns,  whose 
credit  is  of  sufficiently  high  standing,  disposing  of  the  same 
to  banks  who  purchase  for  short-time  investment  as 
secondary  reserve.  These  notes  being  rediscountable  with 
the  Federal  Reserve  Bank  when  having  not  more  than 
ninety  days  to  run. 

Sales  and  Earnings 
For  the  past  five  years  we  give  the  number  of  times  our 
capital  was  turned  over  and  our  gross  profit  each  year. 

Capital  Turned  Over  Gross  Profit 

1916 50  times  18% 

1917 87     "  23% 

1918 95     "  24% 

1919 100     «  28% 

1920 110     «  30% 
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Customers 
The  customers  on  our  books  at  this  time  include  cotton 
manufacturers,    rubber    companies,    woolen    mills,    candy 
companies,  shoe  and  leather  concerns,  jobbers  and  various 
mercantile  businesses. 

Commercial  Paper  Scope 

National  in  Scope — About  four  billion  dollars  of  com- 
mercial paper  is  sold  by  brokers  annually.  Practically  all 
large  manufacturing,  mercantile,  and  textile  concerns  now 
seek  the  open  market  for  temporary  capital  through  the 
sale  of  their  short-time  notes  to  commercial  paper  brokers. 

Offices  are  established  in  principal  financial  centers,  and 
business  is  solicited  from  corporations  and  firms  of  highest 
standing,  and  their  paper  distributed  to  banks  in  the  section 
of  the  country  where  funds  are  most  plentiful  at  the  moment, 
as  it  may  often  happen  that  the  demand  for  funds  for  busi- 
ness is  heavy  in  the  East,  while  the  banks  in  the  Middle 
West  have  surplus  funds  to  loan,  or  vice  versa. 

Tliere  are  only  about  fifteen  large  commercial  paper  houses 
in  the  country,  most  of  which  are  operated  as  partnerships. 
They  occupy  a  unique  position  in  the  banking  world,  co- 
operating as  they  do  with  the  banks  and  soundest  commer- 
cial establishments,  and  they  enjoy  the  highest  reputations. 

Capital 
With  a  capital  of  $1,250,000  paid  in,  this  company  should 
take  a  position  as  one  of  the  leading  commercial  paper 
houses  of  the  country.     This  amount  paid  in  would  allow 
us  to  do  a  business  of  at  least  $125,000,000  a  year. 

Profits 
Assuming  we  turn  our  capital  but  one  hundred  times  a 
year  and  make  a  gross  profit  of  but  25%,  we  would  show  the 
following  profit  on  our  capital : 

Capital $1,250,000 

Estimated  gross  profit $312,500 

8%  Preferred  Stock. .  .$100,000 
Expenses,  Taxes,  etc. . .     75,000 

$175,000       175,000 

Net $137,500 

Sinking-Fund  (Directors'  Discretion 

not  to  exceed  25%) 34,250 

Balance $103,250 

Leaving  a  balance  of  $103,250  applicable  to  the  common 
stock,  or  $8.26  per  share. 
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Safety 

Under  the  present  methods  of  credit  investigations  and 

audits  by  certified  pul:>lic  arcouutaiits,  the  risk  from  loss 

is  very  small.     The  writer  cannot  recall  in  over  twenty 

years'  experience  a  single  failure  of  a  commercial  paper  house. 

Liquidation 
This  Company  deals,  as  stated  above,  ojily  in  obligations 
of  the  strongest  corporations  and  firms,  which  are  approved 
by  the  most  conservative  banks,  and  it  can  readily  be  seen 
that  its  assets,  consisting  as  they  do  of  notes  and  accep- 
tances having  not  more  than  six  months  to  run,  completely 
liquidate  themselves  in  that  period  of  time. 

Questions 

1.  Analyze  this  prospectus  critically. 

2.  Do  you  approve  of  this  method  of  securing 
capital  for  a  commercial  paper  house? 

3.  Should  a  commercial  paper  house  'be  incorpo- 
rated?    Why? 

4.  Does  this  seem  to  you  to  be  a  desirable  time  for 
launching  a  new  commercial  paper  house,  or  expanding 
an  old  one? 

5.  Who  should  you  expect  to  buy  this  stock? 

6.  Assuming  yourself  to  be  the  president  of  an 
industrial  concern,  would  you  wish  to  sell  your  com- 
mercial paper  through  this  house? 

7.  As  a  buyer  of  commercial  paper,  should  you  be 
disposed  to  purchase  the  notes  sold  by  this  house? 

8.  Would  you  expect  that  the  services  of  university 
graduates,  with  business  school  training,  could  be  se- 
cured to  assist  in  the  stock-selling  campaign? 

9.  What  is  your  prediction  as  to  the  future  of  this 
concern? 

(References:  Phillips,  Bank  Credit,  260-262;  Moulton,  Financial 
Organization,  428-430.) 
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Problem  7 
Launching  a  Small  Investment  Company  in  1921 

The Investment    Company    was    organized 

in  1921  with  a  small  amount  of  capital  privately 
subscribed.  Its  chief  purpose  was  to  act  as  a  dis- 
tributor of  the  shares  of  the Company  de- 
scribed in  Problem  6.  The  officers  further  said  that 
they  expect  to  make  a  good  deal  of  money  buying  and 
selling  securities  of  such  well-known  concerns  as  the 
Cities  Service  Company,  as  well  as  of  some  concerns 
not  so  well  known  and  of  rather  uncertain  financial 
standing. 

Questions 

1.  What  is  your  opinion  as  to  the  desirability  of 
launching  this  business  from  the  financial  point  of  view? 

2.  What  should  you  expect  its  future  to  be? 

3.  Do  you  think  an  investment  banking  house 
should  be  incorporated  or  unincorporated? 

4.  From  the  point  of  view  of  incorporation,  is  a 
commercial  bank  in  any  different  position  from  an 
investment  banking  house? 

(References;    Conyngton,  639-651;  Moulton,  215-217.) 


PART  II 
SOURCES  OF  CAPITAL 


CHAPTER  III 

THE  PROBLEMS  OF  RAISING 
FIXED  CAPITAL 
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MUCH  depends  upon  the  methods  whereby  a 
business  concern  is  originally  financed.  Finan- 
cial difficulties  frequently  arise  from  the  adop- 
tion of  a  plan  not  suited  to  the  nature  of  the  industry, 
the  size  of  the  organization,  or  the  period  in  the  Busi- 
ness Cycle.  Many  concerns  expand  too  soon.  The 
usual  tendency  is  to  overbuild.  Often  a  business  man 
who  is  highly  successful  as  an  organizer,  a  producer,  or 
a  seller,  has  very  nebulous  ideas  regarding  the  best 
methods  of  financing.  The  results  of  this  lack  of  bal- 
ance are  as  a  rule  highly  disastrous. 

In  the  problems  which  follow,  some  of  the  more  im- 
portant aspects  of  the  subject  of  Fixed  Capital  financ- 
ing are  touched  upon.  Many  of  these  problems  are 
closely  related  to  those  given  in  Chapters  II  and  V. 
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Exercise  I 
How  Much  Capital  is  Needed? 

Estimate  the  minimum  amount  of  capital  needed  to 
begin  any  one  of  the  following  different  kinds  of  busi- 
nesses effectively,  indicating  clearly  the  considerations 
involved  and  the  reasons  for  your  conclusions : 


1. 

An  Agricultural  Implement  Factory 

2. 

An  Automobile  Factory 

3. 

A  Candy  Factory 

4. 

A  Chemical  Plant 

5. 

A  Cotton  Mill 

6. 

A  Cutlery  Factory 

7. 

A  Hosiery  Mill 

8. 

A  Paper  Mill 

9. 

A  Pottery 

10. 

A  Printing  Establishment 

11. 

A  Rubber  Tire  Factory 

12. 

A  Shoe  Factory 

13. 

A  Steam  Laundry 

14. 

A  Steel  Plant 

15. 

A  Watch  and  Clock  Factory 

16. 

A  Woolen  Mill 

(Suggested  references;  Massachusetts,  Statistics  of  Manufactures; 
U.  S.  Census,  1910,  Vol.  viii.  Manufactures,  Chapter  x;  Regan, 
Financing  a  Business,  48-67;   Walker,  Corporation  Finance,  206-212.) 


A.    GENERAL  METHODS  OF  RAISING 
FIXED  CAPITAL 

Phoblem  8 
General   Problem   in   Raising   Fixed    Capital   for   a 

Small  Business 

"Two  printers  in  an  Iowa  town  who  had  decided  to 
take  over  a  plant,  got  together  one  evening  to  figure 
out  how  to  raise  the  necessary  money.  Every  con- 
ceivable method  of  financing  their  plant  was  discussed, 
item  by  item;  material  resources,  loans,  investments. 

"Fredericks  had  a  house  and  lot  worth  three  thou- 
sand dollars  mortgaged  for  one  thousand  dollars. 
Barnes  had  several  influential  friends  he  thought  might 
consent  to  a  loan,  some  stock  in  a  doubtful  propo- 
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sition  and  his  life  insurance.  Together  they  had  eight 
hundred  dollars  in  cash. 

"The  first  suggestion,  the  issue  of  stock,  involved 
the  probable  interference  of  stockholders,  and  further- 
more they  saw  that  it  would  be  as  easy  to  secure  out- 
right lenders  as  investors.  They  could  get  no  initial 
help  from  supply  houses  because  the  plant  was  already 
equipped  and  the  owner  demanded  cash.  The  moneyed 
partner  offered  nearly  the  same  objections  as  the  stock 
issue.  Finally  they  decided  that  to  borrow  on  all  their 
available  resources  would  almost  finance  the  enterprise. 

"They  did  this: 

Fredericks  raised: 

On  house  and  lot  by  second  mortgage $800 

On  household  effects 200 

Cash 400 

$1,400 
Barnes  raised: 

From  friends  on  personal  note.  $500 

On  his  life  insurance 300 

On  his  $1,000  unlisted  stock 200 

Cash 400 

$1,400 

"Twenty-eight  hundred  dollars  was  the  total  amount 
they  were  thus  able  to  raise.  They  needed  thirty-two 
hundred  dollars  to  buy  out  the  plant,  and  an  additional 
five  hundred  dollars  for  their  expenses.  They  worked 
together  now,  and  fortunately  they  had  begun  to  plan 
far  enough  ahead  so  that  there  was  still  time  to  proceed 
with  caution.  The  partner  was  the  only  recourse. 
First  they  canvassed  among  their  friends.  Those  who 
had  money,  however,  had  already  been  drawn  upon 
for  loans.  As  a  last  resort  they  advertised  for  another 
investor.  From  among  those  who  replied  they  found 
one  man  who  consented  to  put  seven  hundred  dollars 
into  the  business  and  remain  a  silent  partner.  He  had 
been  watching  the  records  of  the  printers  and  was  sat- 
isfied that  he  was  making  a  good  investment. 

"This  amount  raised  their  capital  to  thirty-five  hun- 
dred dollars.     They  still  needed  two  hundred  dollars. 
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This  was  for  a  part  of  the  running  expense.  To  cover 
this  amount  they  sohcited  work  in  advance.  The  owner 
of  the  building  where  the  plant  was  situated  gave  an 
order  for  work  which  he  accepted  in  payment  of  the 
rent.  The  other  minor  expenses  were  met  in  the  same 
way." 

(Quoted  from  Shaw,  How  to  Finance  a  Business,  13-15.) 

Questions 

1.  Examine  critically  the  arguments  of  these  two 
men. 

2.  What  seem  to  you  to  be  the  strong  or  weak  points 
of  this  plan  of  financing? 

3.  Do  you  see  any  other  alternatives  than  those 
selected? 


Problem  9 
Dealer  Help  in  Financing  Fixed  Capital 

It  is  common  for  manufacturers  of  machinery  used 
by  printers  to  sell  on  receipt  of  an  initial  payment, 
frequently  not  higher  than  one-third  of  the  price,  and 
to  take  the  balance  on  the  customer's  notes  payable 
over  a  considerable  period  of  time.  This  time  is  fre- 
quently extended  over  two  or  three  years. 

Questions 

1.  Do  you  approve  of  this  policy? 

2.  In  what  specific  ways  might  this  policy  affect : 

(a)  The  finances  of  the  newly  organized  print- 
ing establishments, 

(6)  The  finances  of  the  old  established  print- 
ing concerns, 

(c)  The  finances  of  the  manufacturer? 
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Problem  10 
Two  Simple  Methods  of  Financing  a  New  Pottery 

A.  Some  twenty-five  or  thirty  years  ago,  several  busi- 
ness men  in  a  small  town  in  the  Middle  West,  decided 
that  it  would  be  profitable  to  build  a  pottery.  Although 
none  of  them  knew  much  about  the  business  from  actual 
experience,  they  had  friends  in  an  adjoining  city 
who  had  found  the  pottery  industry  very  profitable. 
Accordingly,  they  formed  a  partnership  agreement, 
each  putting  into  the  business  a  few  thousand  dollars. 
No  money  was  borrowed.  After  a  few  years  of  ups 
and  downs,  the  management  discovered  that  their 
knowledge  of  the  market  was  not  sufficient  to  enable 
them  to  get  orders  enough  to  make  the  business  profit- 
able. Accordingly,  they  secured  for  manager  a  man 
who  was  known  as  a  first-class  salesman  of  chinaware, 
in  the  hope  that  he  would  bring  to  the  business  what 
they  found  lacking  in  themselves. 

B.  To  the  same  town,  a  few  years  later,  came  a  man 
37  years  old,  whose  entire  life  had  been  spent  in  the 
pottery  business.  He  had  worked  himself  up  from  the 
lowest  paid  jobs  to  the  position  of  superintendent  in  a 
pottery  in  a  nearby  city.  He  had  no  capital  of  his 
own,  but  felt  that  he  could  make  a  big  success  if  he 
could  have  an  opportunity  to  organize  and  manage  his 
own  factory.  Accordingly,  he  proposed  the  following 
plan  to  the  people  of  the  town,  assuring  them  that,  as 
a  result  of  the  business  activity  and  increased  property 
values  which  would  come  through  the  establishing  of  a 
new  industry,  they  would  be  the  decided  gainers.  The 
proposals  adopted  were  as  follows: 

(o)  The  factory  site  was  donated  by  one  of  the  well- 
to-do  farmers  on  the  outskirts  of  the  town,  who  hoped 
to  be  able,  after  the  business  was  started,  to  sell  a  good 
amount  of  his  land  for  town  lots. 

(6)  Through  a  public  common  stock  subscription  of 
$15,000,  raised  to  a  large  extent  by  the  business  men 
who  expected  to  be  the  ultimate  gainers,  enough  money 
was  secured  to  erect  the  building, 
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(c)  In  order  to  raise  enough  money  to  equip  the 
plant,  shares  of  preferred  stock  were  sold  to  people  of 
the  community,  many  of  whom  had  already  subscribed 
to  the  common  stock.  Thus  about  $20,000  was  obtained. 

(d)  The  additional  amount  needed  until  the  business 
could  get  on  its  feet,  about  $5,000,  was  secured  by 
placing  a  mortgage  on  the  property  which  was  to  be 
carried  by  the  local  bank. 

The  business  was  incorporated  with  the  promoter  as 
president  and  general  manager,  and  he  received 
$15,100  in  common  stock  as  his  "bonus." 

Questions 
1  Which  of  the  plans  appears  to  you  to  have  been 
the  more  satisfactory?    Why? 

2.  Examine  the  strength  and  weakness  of  each. 

3.  What  would  be  your  prediction  of  their  success? 


Problem  11 

Financing  a  Small  Rubber  Tire  Factory 

In  1909  a  new  rubber  tire  plant  was  launched  in  a 
middle  western  state  by  a  man  whose  life  had  been 
spent  in  the  hotel  business  in  the  city  of  Pittsburgh. 
He  had  $50,000  of  his  own  to  put  into  the  business, 
and  it  was  found  that  $500,000  more  would  be  needed 
in  order  to  put  the  factory  in  running  shape. 

Accordingly,  a  corporation  was  formed,  all  the  com- 
mon stock,  with  no  par  value,  being  issued  to  the  pro- 
moter and  his  friends ;  while  the  additional  capital  was 
raised  by  the  sale  of  preferred  stock,  largely  to  people 
in  the  locality.  The  dividends  on  the  preferred  stock 
were  cumulative  at  7  per  cent,  and  it  was  to  be  re- 
deemed by  the  company  at  110,  at  its  option,  within 
the  next  five  years  after  a  two-year  period  had  expired. 
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The  lunds  for  retiring  the  preferred  stock  were 
secured  largely  through  the  sale  of  additional  common 
stock,  after  the  concern  began  to  do  a  fair  business  and 
the  prospects  seemed  good.  In  selling  the  new  com- 
mon stock  the  company's  chief  selling  arguments  were 
as  follows: 

(a)  The  factory  had  brought  many  new  residents  to 
the  town,  and  so  had  made  more  business  for  all  and 
had  greatly  increased  property  values. 

(b)  Those  who  had  invested  in  the  common  stock 
of  the  Firestone  and  Goodyear  companies  had  within 
a  few  years  received  in  dividends  many  times  their 
original  investment. 

Questions 

1 .  Do  you  consider  this  a  satisfactory  plan  of  financ- 
ing for  the  enterprise  in  question?  State  your  reason 
clearly. 

2.  Would  you  have  advised  a  friend  to  subscribe  to 
the  new  common  stock  of  the  company  in  1915?  In 
1919? 


Problem  12 
Public  Financing  of  a  Hotel 

In  January,  1921,  the  following  news  item  appeared 
in  a  city  paper: 

That  Providence  may  realize  on  scheduled  time  its  long- 
cherished  project  of  having  one  of  the  noteworthy  hotels  of 
the  countrj;-,  the  contractors  who  are  building  the  $5,000,000 
structure  are  pushing  the  work  every  hour  every  day 
except  Supdays  and  holidays. 
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Interest  in  the  development  of  this  great  hotel  is 
general  throughout  Rhode  Island,  for  the  imposing  19- 
story  structure  has  been  financed  largely  by  popular  sub- 
scription. The  scheme  took  concrete  form  under  an  impulse 
furnished  by  the  Providence  Chamber  of  Commerce.  Aside 
from  its  importance  as  a  much  needed  improvement  to 
the  now  inadequate  accommodations  for  the  entertainment 
of  traveling  men  and  other  visitors  to  this  business  city,  the 
building  will  go  far  to  develop  the  civic  centre  to  which 
Providence  people  point  with  pride. 

The  first  efforts  of  the  chamber  of  commerce  were 
made  almost  10  years  ago.  The  hope  then  was  to  have  a 
12-story  building.  High  costs  of  labor  and  other  com- 
modities because  of  the  war  discouraged  the  project,  and  the 
matter  lay  quiescent  for  awhile.  It  was  then  revived,  and 
with  its  revival  the  ambition  grew  to  one  for  a  14-story 
building,  then  for  16  stories  and  finally  the  present  plan  for 
19  stories  was  settled  on. 

When  the  armistice  was  signed  the  chamber  returned  to 
its  hotel  enterprise  with  renewed  energy.  By  hard  team- 
work, stock  to  the  amount  of  12,500,000  was  sold  by  popu- 
lar subscriptions.  Large  blocks  of  this  stock  were  taken 
by  corporations  and  financiers,  mostly  of  Rhode  Island; 
many  shares  were  sold  to  relatively  small  investors. 

Hundreds  of  clerks  and  others  in  Providence  hold  stock 
in  the  project.  The  spirit  behind  taking  this  stock  was 
deemed  to  be  not  that  of  gain  so  much  as  registering  faith  in 
the  future  of  Providence.  The  slogan  of  the  chamber,  "Do  it 
for  Providence,"  made  an  excellent  motto  for  this  campaign. 

The  Providence-Biltmore  Hotel  is  to  be  of  steel  frame 
construction,  with  limestone,  brick  and  granite  as  its  principal 
materials.  The  architectural  style  will  be  simple  and  colon- 
ial, in  keeping  with  the  traditions  of  Providence.  The  build- 
ing will  be  fireproof  in  every  particular,  its  architects  assert. 

It  will  contain  560  rooms,  arranged  to  accommodate  800 
guests.  The  18th  and  19th  floors  will  be  devoted  mainly 
to  a  ballroom,  supper  rooms  and  other  facilities  for  social 
functions.  The  19th  story  will  be  so  arranged  that  it  can 
be  used  as  a  roof  garden  in  summer. 

Those  who  have  been  working  for  the  project  say  they 
have  at  last  succeeded  in  putting  their  city  on  the  hotel  map 
and  believe  that  the  Biltmore  will  give  Providence  a  chance 
to  become  one  of  the  important  convention  cities  in  the 
country. 

Question 
Do  you  approve  of  this  plan  for  financing  the  con- 
struction of  a  hotel?    What  factors  are  involved? 
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B.    VALUATION  OF  INTANGIBLES 

Problem  13 

Valuation  of  Patents  and  Other  Intangibles 
IN  AN  Old  Concern 

The Company,  engaged  in  the  making  of 

gear  shapers,  was  solely  the  creation  of  one  man's 
brain.  It  had  been  operating  for  about  twenty  years. 
During  this  time  the  aim  had  been  to  perfect  gear 
cutters  which  would  be  as  accurate  as  human  ingenuity 
could  make  them.  The  man  at  the  head  of  the  con- 
cern thought  little  of  profits  and  put  all  the  earnings 
back  into  the  business.  Further,  a  large  amount  of 
money  was  spent  in  experimenting  with  a  view  to 
developing  the  most  effective  machinery  for  making 
the  output.  In  many  cases,  long  years  of  develop- 
ment lay  back  of  an  apparently  simple  piece  of  ma- 
chinery. Most  of  the  machines  were  patented.  There 
was  no  other  concern  in  the  United  States  which 
was  able  to  turn  out  such  perfect  gear  cutters 
and  appliances.  The  product  was  used  extensively 
by  practically  all  automobile  manufacturing  con- 
cerns and  automobile  accessory  companies.  The 
market  was  more  than  nation-wide,  and  since  no 
other  concern  could  make  as  desirable  a  product, 
the Company  may  be  said  to  have  en- 
joyed a  monopoly. 

A  year  or  two  ago,  the  man  at  the  head  of  the  con- 
cern realized  that  he  was  growing  old,  and  that  it  would 
probably  be  desirable  to  reorganize  the  business  and 
distribute  the  ownership  more  widely.  Consequently 
he  wished  to  know  just  what  the  value  of  his  business 
was,  with  a  view  to  capitalizing  the  enterprise  at  a 
reasonable  figure. 

Various  accountants  and  engineers  worked  over  the 
proposition  in  detail,  and  it  was  finally  agreed  that  the 
capitalization  should  be  on  the  basis  of  40  per  cent  for 
tangible  assets  and  60  per  cent  for  intangibles.  The 
latter  included  development  expenses,  10  per  c0nt, 
and  patent  rights,  50  per  cent. 
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Questions 

1.  In  a  business  of  this  sort,  suggest  how  the  engineers 
might  arrive  at  a  fair  value  for  the  patent  rights. 

2.  Do  you  beheve  that  it  was  a  wise  policy  for  the 
Company  to  patent  most  of  its  machines? 

3.  Do  you  believe  that  it  would  have  been  desirable 

for  the Company  to  capitalize  its  intangibles 

in  the  manner  indicated? 

4.  From  the  point  of  view  of  selling  the  common 
stock  of  this  company  to  effect  a  change  in  ownership, 
what  advantages  or  disadvantages  do  you  see  in  capi- 
talizing the  intangibles  at  a  high  rate? 

5.  Assuming  that  the Company  had  been 

producing  goods  which  were  distributed  under  a  trade- 
mark, should  you  have  considered  the  case  in  favor  of 
the  capitalization  of  intangibles  to  be  stronger  or  weaker 
than  under  the  present  situation? 

(Reference:     Conyngton,  Financing  an  Enterprise,  188-227). 


Phoblem  14 
^'ALUATION  OF  PATENTS  IN  A  New  CoNCERN 

An  officer  of  a  concern  organized  early  in  1921  gives 
the  following  account  of  the  purpose  of  the  concern  and 
the  financial  plan  under  which  it  has  been  organized: 

A  refrigeration  engineer,  Brown,  has  made  improve- 
ments in  ice  manufacturing  processes  which  will  lower 
the  cost  of  manufacture  about  40  per  cent.  These 
improvements  are  being  patented  and  the  patents 
properly  protected.  This  engineer  wished  to  build  a 
small  ice  manufacturing  plant,  partly  for  the  profit 
to  be  realized  from  the  plant  itself,  apd  partly  for  the 
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purpose  of  demonstrating  the  value  of  his  improve- 
ments. The  plant  which  Brown  decided  to  build  will 
produce  25  tons  of  ice  a  day  at  a  profit  of  more  than 
$3  per  ton  in  excess  of  that  earned  by  the  ordinary 
plant.  This  profit  in  itself  will  mean  a  very  con- 
siderable income  from  the  business,  but  it  is  planned 
further  to  make  arrangements  with  other  ice  manu- 
facturers which  will  allow  them  to  use  the  improved 
methods  through  the  payment  of  a  royalty  of  509^ 
per  ton.  Thus  it  is  expected  that  the  profits  will 
constantly  grow  greater,  as  more  ice  manufacturers 
become  interested  in  the  new  processes  which  will 
make  money  for  all. 

Brown  had  little  capital  of  his  own,  but  wished  to 
maintain  control  of  the  business.  In  order  to  effect 
this  end,  a  company  was  incorporated  with  an  author- 
ized issue  of  1125,000  in  common  stock  and  $125,000 
in  preferred  stock.  The  engineer.  Brown,  received  in 
exchange  for  his  patent  rights  $62,510  of  the  common 
stock.  The  plant  cost  about  $27,000,  and  $3,000 
additional  was  needed  to  get  the  business  under  way. 
Hence  the  total  amount,  $30,000,  was  raised  by  selling 
preferred  stock,  cumulative  at  7  per  cent.  With  each 
share  of  preferred  stock  was  given  a  share  of  common. 
The  balance  of  the  stock  is  for  the  present  unissued. 

The  tentative  balance  sheet  of  the  new  company  as 
of  June  1,  1921,  is  as  follows: 

Assets 

Plant  and  equipment $27,000 

Cash 3,000 

Patent  rights,  etc 92,510 

$122,510 

Liabilities 

Common  stock  (outstanding) $92,510 

Preferred  stock  (outstanding) 30,000 

$122,510 

Questions 
1.  Is  the  launching  of  a  new  business  under  the  con- 
ditions outlined  financially  justifiable? 
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2.  Is  the  company  justified  in  putting  so  high  a  value 
on  its  patent  rights,  and  other  intangibles? 

3.  From  the  financial  point  of  view,  do  you  think 
it  was  advisable  for  this  company  to  patent  its  new 
processes? 

4.  Do  you  consider  the  original  plan  of  financing 
sound? 

5.  Would  it  have  been  good  policy  to  raise  the  needed 
capital  by  selling  stock  to  ice  manufacturers? 

6.  What  do  you  expect  to  be  the  financial  future  of 
this  company? 


Problem  15 
General  Problem  on  Capitalization  of  Goodwill 

In  recent  years  goodwill  has  been  very  highly  valued 
by  a  number  of  large  concerns  as  a  basis  for  issuing 
common  stock.  Some  outstanding  examples  are  the 
following:  B.  F.  Goodrich  Company,  $57,798,000; 
American  Tobacco  Company,  $54,099,430;  Woolworth 
Company,  $50,000,000;  Liggett  &  Meyers  Tobacco 
Company  (including  trade-marks,  brands,  and  the 
like),  $40,709,711;  Cluett  Peabody  Company,  $18,- 
000,000  (out  of  total  assets  of  $27,759,912). 

Most  of  the  tobacco  and  cigarette  companies  have 
valued  their  goodwill  at  a  high  figure.  This  is  par- 
ticularly true,  also,  of  a  number  of  the  chain  stores 
and  rubber  companies. 

Questions 

1.  When,  if  at  all,  is  it  desirable  to  capitalize  "good- 
will"? 
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2.  Does  the  size  of  the  concern  or  the  nature  of  the 
industry  have  any  bearing  on  the  question? 

3.  On  what  basis  can  the  value  of  goodwill  be  prop- 
erly arrived  at? 

(References:  Conyngton,  Financing  an  Enterprise,  340 — 357;  Greend- 
linger,  Financial  and  Business  Statements,  120-138;  Lough,  Business 
Finance,  191-197;   Simpson,  Capitalization  of  Goodwill,  passim.) 


C.    FINANCING  CHANGES  IN  OWNERSHIP 

Problem  16 

Financing  a  Change  or  Ownership  in  a 

Closely  Held  Concern 

The  following  problem  is  given  by  a  Cleveland 
business  man: 

A  manufacturing  corporation,  long  established,  and 
with  a  profitable  business  on  staple  commodities  in 
every-day  use,  finds  itself  obliged  to  make  some  new 
financial  arrangements.  The  total  assets  of  the  com- 
pany are  about  $2,000,000. 

When  the  company  was  organized  some  thirty-five 
years  ago,  the  stock  was  held  by  ten  or  twelve  different 
stockholders.  From  time  to  time,  as  opportunity 
offered,  the  president  and  treasurer  of  the  company, 
who  are  its  principal  executive  officers,  have  bought 
up  such  stock  as  was  offered,  until  at  the  present  time, 
they  own  practically  all  of  the  stock  of  the  company 
in  equal  shares.  The  treasurer  is  the  younger  man 
of  the  two,  and  has  been  extremely  active  in  the 
management  of  the  company's  affairs.  He  suffered 
from  a  severe  attack  of  nervous  prostration  in  Decern- 
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ber,  1919,  and  from  that  time  until  the  present  (Feb.  1, 
1921)  has  taken  no  active  part  in  the  business. 

The  president  was  thoroughly  experienced  in  all 
departments  of  the  business  and  carried  along  the 
duties  of  the  treasurer  during  his  enforced  absence, 
with  the  expectation  that  he  would  sooner  or  later 
recover  and  return  to  his  usual  line  of  work.  He 
appeared  to  gain  considerably  in  health  during  the 
summer  of  1920,  and  there  seemed  every  reason  to 
expect  that  in  a  few  months  he  would  be  back  at  his 
post.  But  on  February  1,  1921,  he  informed  his 
associate  he  had  decided  that  he  did  not  care  to  under- 
take active  business  again,  and  would  prefer  to  sell 
out  his  interest. 

The  president  was  very  loth  to  continue  to  carry 
on  the  business  alone,  as  he  had  himself  expected  to 
retire,  and  had  assumed  that  the  treasurer,  being 
several  years  his  junior,  would  naturally  take  charge 
until  the  younger  men  in  the  employ  of  the  company 
were  fitted  for  the  more  important  positions.  Under 
the  circumstances  the  president  decided  to  offer  the 
business  for  sale,  so  that  both  he  and  the  treasurer 
might  withdraw.  It  was  advertised  in  the  financial 
papers,  and  quite  a  number  of  responses  were  received, 
but  it  was  at  a  time  when  financial  conditions  were 
unfavorable  for  new  investments,  and  the  offers 
received  were  not  interesting.  The  records  showed 
that  the  business  had  been  steadily  profitable,  and  the 
goodwill  was  important,  but  no  capitalists  seemed 
to  be  interested  to  take  over  the  business  on  a  basis 
which  would  recognize  to  the  full  extent  the  actual 
assets  of  the  business. 

The  president  of  the  company  hesitated  seriously 
at  the  thought  of  taking  the  whole  thing  on  to  his 
own  shoulders,  as  the  amount  involved  in  the  purchase 
would  be  large,  and  the  work  and  responsibility  very 
arduous,  at  least  until  such  a  time  as  the  younger  men 
in  the  employ  of  the  company  could  be  fitted  and 
trained  for  the  more  important  duties.  But  as  there 
seemed  no  other  way  to  preserve  the  goodwill   and 
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secure  the  full  value  of  the  work  done  for  many  years 
in  building  up  the  organization  and  establishing  the 
quality  of  and  creating  a  demand  for  the  goods 
manufactured,  he  finally  decided  to  undertake  it. 

Practically  all  of  the  property  of  the  president  was 
invested  in  the  stock  of  the  company.  He  had  avail- 
able outside  but  two  or  three  hundred  thousand  dollars 
which  could  be  used  in  the  transaction. 

The  problem  is,  "How  should  this  change  of  owner- 
ship be  financed?"  Conditions  were  such  in  the  money 
market  at  the  time  that  a  sale  of  preferred  stock  was 
out  of  the  question,  except  at  a  serious  sacrifice.  The 
possibility  of  issuing  serial  notes  convertible  after  a 
time  into  preferred  stock  was  also  suggested.  The 
best  of  good  feeling  existed  between  the  officers,  but 
the  retiring  treasurer  felt  that  he  should  have  a  sub- 
stantial part  of  his  investment  in  cash. 

Question 
1.  In  what  manner  could  the  change  be  effected  with 
the  least  disturbance  and  expense? 


Problem  17 

Financing  a  Complete  Change  of  Ownership  Which 

Will    Make    Possible   a    Continuance    of   the 

Policies  of  the  Former  Owners 

The Company   has   been  operated  by  a 

conservative  management  for  many  years.  A  real  good- 
will has  been  created  and  the  equity  of  the  few  stock- 
holders is  very  great,  though  not  much  money  was 
originally  invested  in  the  concern.  The  company  is 
really  a  very  important  enterprise  in  its  locality,  em- 
ploying more  workers  than  any  other  concern.  The 
townspeople  consider  it  one  of  the  local  institutions  to 
which  they  can  point  with  pride. 
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The  men  who  have  been  responsible  for  the  success 
of  this  concern  are  growing  old  and  they  have  no  sons 
or  relatives  who  can  succeed  them  in  the  management. 
Further,  they  hold  the  majority  interest  in  the  stock. 
If  they  should  die  the  concern  would  be  left  wholly 
without  proper  guidance. 

The  problem  now  confronting  these  men  is  that  of  a 
reorganization  or  refinancing  which  will  prevent  the 
concern  from  being  grabbed  and  exploited  by  out- 
siders after  their  death,  and  which  will  insure  against 
any  radical  changes  being  made  in  the  conduct  of  the 
business. 

The  present  managers  have  asked  for  advice  as  to 
the  financial  policy  which  will  be  most  likely  to  insure 
the  continuance  of  the  business  along  the  lines  which 
have  made  it  a  profitable  and  highly  thought  of  local 
institution. 

Question 

What  steps  would  you  advise  them  to  take  in  order 
to  attain  this  end? 


Problem  18 
Refinancing  to  Effect  a  Change  in  Ohganization 

The  following  data,  submitted  by  a  well-known  busi- 
ness manager,  show  the  financial  condition  of  a  man- 
ufacturing company  in  1919: 

Statement 

Assets  Liabilities 

Cash $34,323.95  Notes  payable .    $315,000.00 

Liberty  Bonds .      115,000.00  Accounts    pay- 
Notes  and  Ac-                              able 91,451.76 

counts  receiv-  Reserve  for  in- 
able  269,801.65  come  tax. . . .          3,765.00 

Inventories....      547,960.90  Capital  stock . .      510,000.00 

Fixed  assets .  . .      187,015.93     Surplus 241,598.97 

Prepaid  expenses         7,713.30 

Total $1,161,815.73        Total .$1,161,815.73 
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Record  of  Sales  and  Profits 

Sales  Profits 

1916 $866,210.66  $77,225.28 

1917 1,028,940.51  44,490.92 

1918 1,035,251.41  65,190.02 

1919  to  July  16 859,948.74  122,203.76 

The  business  has  been  very  conservativelj''  managed. 
The  full  amount  of  depreciation  has  been  written  off 
each  year  and  both  the  inventories  and  the  fixed  assets 
have  been  valued  low. 

This  manufacturing  business  was  originally  started 
by  one  man.  Later  he  took  in  two  partners,  and  the 
partnership  gave  him  notes  to  the  amount  of 
f300,000.  These  notes  were  carried  with  accounts 
and  notes  payable,  and  this  constituted  a  quick  liability 
which  made  the  financial  statement  less  satisfactory 
from  the  standpoint  of  an  investment  banker.  Sub- 
sequently, in  order  to  take  in  two  additional  partners 
who  had  no  money,  the  business  was  incorporated,  and 
$500,000  in  6  per  cent  cumulative  preferred  stock  was 
issued.  Of  this  stock,  .$300,000  was  exchanged  for  the 
notes  held  by  the  original  owner.  The  remaining 
$200,000  of  preferred  stock  was  owned  by  the  other 
two  members  of  the  partnership;  $10,000  of  common 
stock  was  issued  and  held  by  the  three  owners  and  the 
two  new  partners.  It  was  provided  that  the  preferred 
stock  should  be  non-voting  so  long  as  the  dividends 
were  paid  regularly. 

At  the  time  of  the  incorporation  a  voting  trust  com- 
posed of  two  of  the  stockholders  was  formed  to  hold 
$200,000  of  preferred  stock  and  all  the  common  stock. 
The  receipts  from  the  dividends  on  this  stock  were  to 
be  used  by  the  voting  trust  to  purchase  the  $300,000 
preferred  stock  held  by  the  founder  of  the  business. 
In  approximately  two  years  $100,000  of  the  preferred 
stock  had  been  retired.  This  leaves  $200,000  preferred 
stock  still  to  be  retired.  The  voting  trust  holds  the 
$100,000  that  has  been  retired,  and  the  dividends  on 
this,  as  well  as  on  the  stock  first  placed  in  the  hands  of 
the  voting  trust,  are  used  for  liquidating  the  remainder 
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of  the  preferred  stock.  If  the  present  plan  is  carried 
out,  it  will  take  about  two  years  to  retire  this  sum. 
The  business  is  now  an  absolutely  closed  corporation, 
but  one  of  the  preferred  stockholders  wishes  to  have 
some  plan  adopted  for  refinancing  the  business  in  order 
that  he  may  regain  full  rights  on  his  preferred  stock 
and  dispose  of  it  in  the  open  market.  The  problem  is: 
What  plan  shall  be  adopted  for  refinancing?  The  cur- 
rent rate  of  interest  for  such  securities  as  this  preferred 
stock  is  generally  7  per  cent  at  the  present  time  (1919). 

Question 
What  possible  solutions  of  this  problem  can  you 
suggest? 


D.    FINANCING  THE  EXPANSION 

Problem  19 
Financing  the  Growth  Solely  Out  of  Earnings 

About  three  generations  ago,  an  ambitious  young 
man  who  was  trying  to  make  his  fortune  in  the  jewelry 
business  in  Boston  went  on  a  business  trip  to  New  York 
City.  While  in  the  latter  place  he  found  that  an 
attempt  was  being  made  to  manufacture  jewelry  cases 
of  different  sorts  out  of  fancy  cardboard.  Realizing 
that  there  might  be  possibilities  for  additional  profit 
in  this  side-line,  he  bought  a  quantity  of  cardboard  out 
of  his  cash  in  pocket  and  carried  it  with  him  back  to 
the  home  of  his  father,  who  was  a  shoemaker  in  New 
Hampshire.  Arrangements  were  made  whereby  the 
father,  who  had  not  made  any  particular  success  of 
his  trade,  would  make  up  a  number  of  jewelry  cases 
in  his  own  little  shop,  which  the  son  planned  to  sell 
in  Boston. 
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The  distance  between  the  place  of  manufacture  and 
the  possible  market  was  relatively  great,  because  poor 
means  of  transportation  existed.  Some  market,  how- 
ever, was  found  for  the  goods  turned  out,  so  that  the 
gross  sales  for  the  first  year  amounted  to  two  or  three 
thousand  dollars. 

In  two  or  three  years,  as  the  sales  began  to  increase, 
the  father  found  it  impossible  to  do  all  the  work  by 
hand,  and  accordingly  designed  a  simple  machine  to 
do  the  cutting.  All  the  proceeds  of  the  business  to 
date  were  used  up  in  making  this  machine.  However, 
within  a  short  time  the  sales  increased  pretty  rapidly 
and  some  net  profits  were  made. 

As  the  years  went  on,  various  members  of  the  family 
still  at  home  assisted  in  turning  out  the  goods,  and,  as 
the  scale  of  operations  grew,  the  original  "shop"  was 
extended  to  the  attic  of  the  house  and  finally  to  the 
barn.  As  these  quarters  were  outgrown,  some  of  the 
work  was  parceled  out  to  various  families  in  the  com- 
munity, until  finally  a  considerable  number  of  people 
in  the  adjoining  villages  were  engaged  in  helping  make 
these  jewelry  cases.  This,  of  course,  necessitated  the 
hiring  of  wagons  and  teams  in  order  to  collect  the  goods 
made  by  the  people  in  the  different  localities. 

However,  the  central  factory  was  not  built  until 
about  twelve  years  after  the  first  orders  had  been 
placed.  This  factory  was  paid  for  in  full  out  of  the  ac- 
cumulated earnings  of  the  past,  which  had  resulted 
largely  from  the  activities  of  the  entire  family.  At  this 
time  the  gross  earnings  were  about  $100,000  per  year. 

Questions 

1.  Comment  on  this  method  of  starting  a  business. 

2.  Was  it  desirable  to  have  the  production  carried 
on  so  far  from  the  nearest  market? 

3.  Should  the  factory  have  been  built  sooner? 

4.  Should  money  have  been  borrowed  for  this  pur- 
pose? 

5.  Should  you  expect  a  business  started  in  this  way 
to  prove  successful  or  to  have  a  long  existence? 
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Problem  20 

Ford's  Method  of  Financing  Expansion 

AND  Securing  New  Capital 

The  following  paragraph  appeared  in  the  Boston  News 
Bureau  on  January  22,  1921 : 

"Mr.  Ford  never  believed  in  finance,  or  banks, 
or  stocks,  or  bonds.  He  wanted  only  one  share- 
holder, and  that  himself,  in  the  Ford  Motor  Com- 
pany. When  his  factory  closed,  he  turned  to 
Finance,  and  Finance  has  turned  to  ask  some 
questions  of  Mr.  Ford.  Indeed,  rumor  is  abroad 
that  Finance  will  dictate.  He  may  call  it  Jew 
Finance  or  what  he  likes;  others  may  call  it  com- 
mon sense  finance." 

In  this  connection  the  following  general  suggestions 
regarding  Ford's  early  methods  of  financing  should  be 
borne  in  mind : 

About  twenty  years  ago,  when  Ford  was  experi- 
menting with  the  possibilities  of  cheap  automobiles, 
he  is  said  to  have  mortgaged  his  house,-  used  up  his 
wife's  savings  bank  account,  and  borrowed  some  money 
from  friends.  When  he  finally  succeeded  in  develop- 
ing a  car  which  customers  were  willing  to  buy,  he 
found  himself  with  barely  sufficient  funds  to  buy  the 
needed  material  for  making  one  car. 

Finally  a  company  was  formed  in  1903  with  $28,000 
capital  paid  in.  Ford  himself  owning  about  one-fourth 
of  the  stock.  The  usual  method  of  financing,  how- 
ever, was  the  hand-to-mouth  method,  until  enough 
profits  had  been  earned  to  make  it  possible  to  build 
proper  factories.  Within  a  few  years  after  the  busi- 
ness had  been  incorporated,  the  majority  of  the  stock 
was  held  by  Mr.  Ford  himself,  and  the  remainder  by 
a  very  small  group  of  friends.  In  1919  Ford  bought 
out  all  the  other  stockholders  at  a  price  of  nearly 
$100,000,000. 

He  has  always  been  opposed  to  the  policy  of  bor- 
rowing, except  in  recent  years  for  temporary  financ- 
ing.    Due  to  his  unusual  expansion  pohcy,  however, 
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with  a  view  to  "digging  automobiles  out  of  the 
ground"  and  "eliminating  the  middleman,"  it  had 
now  apparently  become  necessary  for  the  company  to 
raise  from  $75,000,000  to  $100,000,000  new  capital. 
The  fact  that  during  the  past  year  or  two  practically 
all  the  old  officials  had  severed  their  connections  with 
the  company,  seemed  to  point  to  something  wrong 
internally.  However,  Ford  himself  denied  that  he 
needed  any  more  funds  and  no  loan  was  effected. 
Incidentally,  it  is  interesting  to  note  that  even 
though  the  total  assets  of  the  company  are  several  hun- 
dred million  dollars,  the  total  amount  of  stock  out- 
standing until  1920  has  never  exceeded  $2,000,000,  and 
there  is  no  bonded  indebtedness.  The  price  of  Ford 
cars  was  reduced  in  the  autumn  of  1920,  while  other 
makers  were  attempting  to  keep  prices  up.  Though 
during  1920  more  cars  were  sold  than  ever  before,  all 
of  Ford's  factories  closed  at  the  end  of  December  and 
remained  closed  for  several  weeks.  Within  two  or 
three  months  after  the  resumption  of  operations,  how- 
ever, the  company  was  turning  out  more  cars  than 
ever  before. 

In  the  Boston  News  Bureau  for  July  14,  1921,  the 
following  eulogy  regarding  Ford's  financing  appeared: 

How  Ford  Turned  the  Corner 

A    Brilliant    Financing    Scheme    Which    Turned 

125,000    Surplus    Cars    Into    Cash— Still   the 

Sensation  of  the  Motor  Industry 

Little  more  than  six  iponths  ago  Henry  Ford  had  all 
but  completed  arrangements  for  borrowing  $75,000,000  in 
the  face  of  what  appeared  to  be  desperate  necessity.  His 
plants  were  closed,  there  was  little  demand  for  his  cars. 
Ford  owed  the  Government  $55,000,000  in  taxes.  Notes 
for  nearly  $30,000,000,  originally  issued  to  buy  out  his 
minority  partners,  were  due  within  a  few  weeks.  Cash  and 
treasury  bonds  together  aggregated  only  $23,000,000.  Un- 
sold cars  were  piled  high  in  the  factory  and  choking  sales- 
rooms over  the  country.  The  public  was  not  buying  auto- 
mobiles of  any  kind. 
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Yet  Ford  did  not  borrow  from  the  banks,  but  paid  them 
up,  and  today  his  sales  are  the  greatest  in  history.  How 
was  the  corner  turned? 

It  was  first  turned  by  transferring  the  load.  Marvelously 
recuperated  markets  completed  the  process.  Ford  pushed 
his  125,000  surplus  automobiles  up  the  hill  off  his  own  inven- 
tory account  and  into  the  hands  of  his  17,000  dealers.  He 
shipped  automobiles  over  the  world  to  willing  and  unwilling 
consignees  and  drew  against  them. .  The  tide  of  cash  re- 
turned—$69,000,000  before  April  1. 

He  also  gave  notes  or  acceptances  to  some  extent  for  sup- 
plies and  parts  furnished  when  he  started  up. 

The  Ford  recovery  was  probably  the  most  inspiring  event 
possible  to  the  motor  industry,  and  the  manner  in  which 
it  was  accomplished  was  most  salutary  to  the  Ford  organ- 
ization. Had  Ford  been  able  to  obtain  the  desired  $75,000,- 
000  without  restrictions  as  to  who  should  be  his  treasurer, 
company  extravagances  might  have  continued.  Angered  at 
banker  "dictation"  on  one  hand,  and  advised  by  banker 
friends  on  the  other,  he  decided  to  go  it  alone.  To  make 
the  hill  he  had  to  economize. 

As  a  result.  Ford  combed  his  entire  organization,  and  there 
is  probably  no  more  efficient  industrial  unit  in  the  country 
today.  Where  he  formerly  employed  60,000  men  to  produce 
an  average  of  4,000  cars  daily,  he  now  obtains  an  output 
of  4,500  daily  with  45,000  men.  The  $6  minimum  wage 
has  been  retained,  but  foremen  have  been  put  to  work,  tasks 
doubled  up,  and  adjustments  averaging  20  per  cent  to  25 
per  cent  reduction  made  in  wages. 

A  day  or  two  later  most  papers  wrote  eulogistic 
editorials  about  Mr.  Ford,  stating  that  there  is  "only 
one  Henry  Ford,"  and  so  on.  They  referred  with  great 
approval  to  the  fact  that  he  had  offered  to  piu-chase  the 
Government's  nitrate  plant  and  water-power  develop- 
ments at  Muscle  Shoals,  Alabama,  calling  for  an  initial 
payment  of  $5,000,000,  and  the  assumption  of  a  100- 
year  lease  necessitating  an  additional  payment  of 
$1,500,000  annually.  Some  of  the  very  bankers  who 
ridiculed  Ford's  financial  methods  a  few  months  earlier, 
even  suggested  that  he  might  be  able  to  solve  the 
great  problem  of  the  railroads  in  the  United  States, 
since  he  appeared  to  be  effecting  remarkable  economies 
on  the  little  road  which  he  had  bought. 
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Questions 

1.  Do  you  approve  of  Ford's  early  methods  of 
financing? 

2.  What  do  you  consider  to  be  the  strength  or  weak- 
ness of  individual  ownership  of  so  large  a  business? 

3.  In  days  of  business  depression  which  concern  is  in 
the  stronger  position  if  it  seems  advisable  to  stop  pro- 
ducing goods  for  a  time,  the  concern  whose  stock  is 
widely  held  and  quoted  on  the  stock  exchange,  and 
which  perhaps  has  bonds  outstanding,  or  the  concern 
which  is  closely  owned  and  has  no  bonded  indebtedness? 

4.  Do  you  approve  of  the  recent  policy  of  "expan- 
sion" which  appears  to  interest  Henry  Ford? 

5.  How  do  you  account  for  the  diametrically  opposite 
points  of  view  expressed  in  the  papers  at  the  two  sepa- 
rate times? 

6.  What,  in  your  mind,  is  the  real  explanation  of 
Ford's  financial  success? 

7.  Granting  that  Ford  continues  to  follow  his  more 
recently  developed  policies  of  "expansion"  along  lines 
not  essential  to  effectiveness  in  factory  production, 
what  do  you  think  his  financial  future  will  be? 


Problem  21 

Raising  Fixed  Capital 

Through  a  Novel  Preferred  Stock  Issue 

On  July  6,   1921  the  following  notice  appeared  in 
the  Boston  Transcript: 
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Free  from  Massachusetts  Income    Tax  and  Normal 
Federal  Income  Tax 

$1,250,000 

NEW  ENGLAND  POWER  COMPANY 

6%  Cumulative  Preferred  Stock 

Preferred  as  to  earnings  and  assets.      Not  subject  to  call. 

Dividends  payable  quarterly,  January  1,  April    1,  July  1, 
and  October  L 

Each  share  now  offered  carries  a  transferable  profit-right 
certificate  calling  for  payment  of  $2.50  additional  to  holder 
each  year  from  July  1,  1921,  to  July  1,  1931,  to  be  paid 
quarterly  out  of  surplus  or  net  earnings  otherwise  avail- 
able for   common  dividend. 

Outstanding  Capitalization 
(With  that  proposed  to  be  issued) 

First  Mortgage  5%  Bonds $9,054,000* 

Preferred  6%  Stock  (shares  $100  par  value)  5,349,200 

Common  Stock 3,800,000 

♦Including  $186,000  held  alive  in  the  Sinlcing  Fund. 

Business — The  New  England  Power  Company,  through 
the  New  England  Company  Power  System,  supphes  elec- 
tric power  at  wholesale  in  about  two  hundred  cities 
and  towns  including  Boston,  Providence,  Worcester,  Nashua, 
Fitchburg  and  Fall  River. 

Pkoperty — The  New  England  Power  Company  has  five 
hydro-electric  generating  stations  with  capacity  of  about 
48,000  H.  P.  and  with  further  available  development  of  an 
additional  75,000  H-  P.  (This  financing  includes  the  building 
of  plant  No.  9,  which  will  generate  an  additional  5,500  H.  P.) 
The  company  also  owns  250  miles  of  transmission  and  distri- 
bution lines,  together  with  a  reservoir  at  Somerset,  Ver- 
mont, with  a  storage  capacity  of  over  20,000,000,000  gallons. 

SECUEiTY-T-The  present  properties  of  the  Company, 
together  with  additional  property  resulting  from  the  pres- 
ent financing,  will  have  a  valuation  over  $5,500,000  in  ex- 
cess of  the  amount  of  bonds  and  preferred  stock  to  be  out- 
standing upon  completion  of  this  financing. 

Earnings — Earnings  for  the  12  months  ended  March 
31,  1921,  were  over  2.93  times  the  preferred  dividend 
requirements. 

Price  $100  and  accrued  dividend  per  share  (with  profit 
rights) . 

Yielding  83^%  for  ten  years,  and  6%  thereafter. 
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Questions 

1.  Why  do  you  suppose  this  company  issued  pre- 
ferred stock  under  the  conditions  indicated? 

2.  Would  you  consider  this  to  be  a  satisfactory 
method  of  financing  for  an  industrial  concern? 

3.  Do  you  think  it  would  have  been  possible  for  the 
average  industrial  concern  to  issue  preferred  stock  in 
this  way  in  1921?     Give  your  reasons. 


Problem  22 
Prospectus  Covering  the  Flotation 

OF  A  Small  Bond  Issue 

January  1921  New  Issue. 

We  Offer  for  Private  Subscription 

$160,000 

FIBREBOARD  COMPANY 

(A  Massachusetts  Corporation) 

First    Mortgage    8%    Sinking   Fund    Coupon    Gold   Notes 
Dated  January  3,  1921  Due  January  1,  1936 

Interest  payable  January  and  July  1   at   the  Old  Colony 
Trust  Company,  Boston,  Mass. 

Coupon  Notes  in  the  denominations  of  $1,0C0,  $500  and  $100. 
Registerable  as  to  principal 

Subject  to  redemption  at  100  and  accrued  interest  up  to 
and  including  July  1,  1926,  and  thereafter  up  to  and  includ- 
ing July  1,  1935,  at  102  and  accrued  interest,  upon  sixty 
days'  notice  from  the  Company,  except  that  the  notes  may 
be  called  by  lot  for  sinking  fund  purposes  on  any  interest 
date  at  100  and  accrued  interest. 

Old  Colony  Trust  Company,  Boston,  Trustee 
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Sinking  Fund 

The  company  agrees  that  until  the  entire  issue  is  retired, 

it  will  pay  on  January  20,  1922,  and  each  month  thereafter, 

a  sufficient  amount  into  the  sinking  fund  so  that  the  entire 

issue  will  have  been  retired  on  or  before  January  1,  1936. 

Summary 

This  issue  of  notes  is  secured  by  an  absolute  first  mortgage 
on  the  entire  property  of  the  company,  now  owned  or  here- 
after acquired,  the  present  appraised  value  of  which  is  over 
33^  times  the  amount  of  the  outstanding  notes. 

The  average  net  earnings  for  the  past  seven  years  and 
nine  months  have  been  at  the  rate  of  almost  two  and  one-half 
times  the  interest  requirements  of  this  issue.  The  business 
of  the  company,  as  it  is  to  be  conducted,  should  in  the  opinion 
of  the  management  provide  net  earnings  of  about  J5  per 
share  on  the  common  stock. 

The  plants  of  the  company  are  so  located  that  it  is  able 
to  supply  its  customers  with  either  large  or  small  orders  at 
a  minimum  transportation  cost  and  with  quick  deliveries. 

The  sinking  fund  requirements  are  sufficient  to  maintain 
a  steady  demand  for  these  notes  in  any  market.  (Provisions 
here  omitted . — A  uthor) . 

All  legal  matters  connected  with  this  issue  will  be  ap- 
proved by  Messrs  .  .  representing  us,  and  by  Messrs  .  .  . , 
representing  the  Fibreboard  Company.  Copies  of  their 
opinions  will  be  furnished  upon  application. 

Price  and  Yield  (Details  omitted. — Author). 
Under  the  terms  described  above  the  noteholders  cannot 
receive  less  than  8.60%  income  on  their  investment,  if  held 
to  maturity,  and  they  may  receive  a  net  return  as  high  as 
11.70%. 

The  following  information  was  given  in  a  letter  writ- 
ten by  the  president  of  the  company: 

General  Information 
The  Fibreboard  Company  is  the  successor  of  the  Hideite 
Leather  Company  of  Brockton  and  in  addition  to  that  plant 
has  recently  acquired  a  second  fully  equipped  plant  and 
established  fibreboard  business  at  Amesbury,  Mass.,  so 
that  it  now  owns  two  manufacturing  plants,  each  constituting 
complete  units,  centrally  located  in  the  City  of  Brockton, 
Mass.,  and  in  the  town  of  Amesbury,  Mass.  Each  of  these 
factories  is  of  brick  and  heavy  mill  construction,  thoroughly 
protected  by  sprinkler  systems,  thus  assuring  the  lowest 
possible  insurance  rates.  The  property  of  the  company  is 
insured  for  a  total  sum  of  not  less  than  1350,000. 
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The  factory  at  Brockton  is  located  on  the  Middleboro 
division  of  the  main  hne  of  the  New  York,  New  Haven  & 
Hartford  Railroad.  As  the  company  owns  a  side  track  ex- 
tending the  full  length  of  its  plant  it  can  deliver  raw  material 
into  its  stock  sheds  and  coal  into  its  coal  pocket  at  the  boiler 
room  doors.  This  plant  is  near  to  the  class  of  labor  which  we 
employ  and  is  on  a  street  car  line  running  to  the  center  of 
the  city. 

The  factory  at  Amesbury  is  well  located  in  the  center  of 
the  town  on  the  Powow  River  and  has  two  railroad  side 
tracks  connected  with  the  Boston  &  Maine  Railroad,  thus 
enabling  easy  delivery  of  raw  material  to  the  warehouse  and 
of  coal  at  the  boiler  room  door.  This  plant  is  also  near  to 
the  class  of  labor  which  we  employ. 

The  machinery  and  equipment  of  both  plants  are  of 
modern  and  up-to-date  type,  in  excellent  condition  in  all 
respects,  and  have  recently  been  appraised  at  $333,011. 
The  total  appraised  value  of  real  estate,  buildings,  and  equip- 
ment of  both  factories  is  $488,011. 

Kinds  of  Fibre  Products  Manufactured 

"HiDEiTE  Leather" — The  Company  manufactures 
a  patented  leather  fibreboard,  known  as  "Hideite  Leather," 
which  has  been  used  in  the  manufacture  of  the  better  grade 
of  shoes  in  New  England  for  a  period  of  ten  years.  "Hideite 
Leather"  is  used  principally  for  heel  lifts  to  take  the  place 
of  the  regular  tanned  leather  lifts,  and  represents  to  the  shoe 
manufacturer  a  saving  of  over  50%  in  the  cost  of  a  corre- 
sponding amount  of  leather  in  the  production  of  the  heel. 
This  percentage  of  saving  is  figured  by  taking  into  con- 
sideration the  normal  cost  of  genuine  leather  used  for  such 
purposes.  » 

The  patents  protecting  the  manufacture  of  "Hideite 
Leather"  have  been  sustained  in  the  Patent  Courts  of  the 
United  States  and  we  and  those  authorized  by  us  to  do  so, 
are,  and  legally,  can  be,  the  only  producers  of  a  waterproof 
leather  substitute  for  these  purposes  in  the  United  States, 
Canada,  and  European  countries. 

The  following  are  a  few  of  the  shoe  manufacturing  firms 
which  are  large  consumers  of  "Hideite  Leather." 

Churchill  &  Alden  Company,  Brockton,  Mass. 
W.  L.  Douglas  Shoe  Company,  Brockton,  Mass. 
P.  B.  Keith  Company,  Brockton,  Mass. 
Whitman  &  Keith,  Brockton,  Mass. 
M.  A.  Packard  Company,  Brockton,  Mass. 
F.  M.  Hoyt  Shoe  Company,  Manchester,  N.  H. 
Rice  &  Hutchins,  Rockland  and  Marlboro,  Mass. 
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Hamilton  &  Brown  Shoe  Company,  St.  Louis,  Mo. 
Commonwealth  Shoe  &  Leather  Company,  Whitman, 

Mass. 

This  list  fairly  represents  the  class  of  manufacturers  who 
have  used  this  product  for  years. 

"Btjllseye"  Wadding  Board — This  wadding  board  is 
manufactured  by  us  under  patented  processes  and  will  be 
used  extensively  in  the  production  of  shot  shell  cartridges 
by  such  firms  as  are  mentioned  below.  This  wadding  board 
has  been  thoroughly  tested  by  these  firms  and  found  to  be 
as  good  as  hair  felt  for  over  90%  of  their  purposes  in  the 
manufacture  of  cartridges.  For  the  past  fifty  years,  no  other 
material  costing  less  had  ever  been  found  that  could  be 
used  with  as  good  results  as  hair  felt. 

The  normal  price  of  the  hair  felt  is  30c  to  35c  per  pound, 
while  the  present  price  of  our  "BuUseye"  wadding  is  15c 
per  pound,  which  represents  a  tremendous  saving  in  the 
production  of  cartridges. 

Since  the  tests  were  completed  by  the  following  concerns, 
substantial  orders  have  been  received  from  all  but  one  of 
them,  which  concern  was  under  contract  to  buy  hair  for 
all  its  requirements  until  January  1,  1921: 

Dominion  Cartridge  Company  of  Canada,  Montreal, 
Canada. 

Remington  Arms  and  Union  MetaUic  Cartridge  Company, 
Bridgeport,  Conn. 

United  States  Cartridge  Company,  Maurer,  New  Jersey, 
and  Lowell,  Mass. 

Western  Cartridge  Company,  East  Alton,  Illinois. 

Winchester  Repeating  Arms  Company,  New  Haven,  Conn. 
« 

A  modified  form  of  this  "Bullseye"  wadding  can  also  be 
used  at  a  considerable  saving  for  insulation  purposes,  as 
shown  by  exhaustive  te^ts  made  by  Prof.  Gordon  B.  Wilkes, 
of  the  Massachusetts  Institute  of  Technology,  as  well  as  for 
other  construction  purposes.  This  possible  use  represents  a 
large  outlet  for  this  product. 

CouNTEB  Board — The  "Hercules"  and  "Atlas"  brands  of 
counter  board  are  manufactured  by  this  company  for  use 
extensively  in  the  manufacture  of  boots  and  shoes  as  counters 
instead  of  leather.  These  two  products  are  recognized  in  the 
market  as  being  of  highest  quality  and  there  is  an  increasing 
demand  for  them  among  shoe  manufacturers.  A  counter  made 
from  "Hercules"  or  "Atlas"  brands  costs  the  shoe  manu- 
facturer about  two  cents  a  pair,  as  compared  with  the  cost 
of  a  leather  counter  of  from  eight  to  twelve  cents  per  pair, 
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and  is  entirely  satisfactory  for  the  shoes  worn  by  the  great 
consuming  pubUc. 

The  following  are  a  few  of  the  firms  which  are  extensive 
users  of  the  "Hercules"  and  "Atlas"  brands  of  counter  board : 

The  Appleton  Counter  Company,  Haverhill,  Mass. 

Wm.  E.  Bixby  &  Son,  Haverhill,  Mass. 

Colonial  Counter  Company,  Lynn,  Mass. 

D.  J.  Mulligan  &  Sons,  Salem,  Mass. 

The  Three  Line  Counter  Company,  Newburyport,  Mass. 

Wilkinson  Counter  Company,  Salem,  Mass. 

Recced  of  Earnings 

The  business  of  the  Hideite  Leather  Company  was  es- 
tablished in  1907  and  the  present  factory  at  Brockton  was 
constructed  in  1908  and  1909. 

The  record  of  earnings  of  that  company  covering  a  period 
of  seven  years  and  nine  months,  during  which  the  company 
handled  no  war  orders  and  which  reflects  no  profits  from  sales 
of  wadding  board  or  counter  board,  shows  average  annual 
net  earnings  available  for  interest,  dividends,  and  deprecia- 
tion of  $30,912.03,  or  nearly  two  and  one-half  times  the 
interest  requirements  on  this  issue  of  1160,000,  8%  notes. 

Financial  Statement 


Assets 

Liabilities 

Real  Estate  and  Build- 

Common Shares  22,000 

ings                             1155,000 

(no  par  value) 

Machinery  and  Equip- 

Preferred   Stock 

ment                              333,011 

(par  value 

Inventory,  Cash,  etc.       101,200 

$100)                  $335,000 

Patents,  Processes  and 

8%  First  Mort- 

Goodwill     250,000 

gage  Notes 

(this  issue)          160,000 

Serial  Notes              55,000 

Surplus                   289,211 

Total  $839,211  $839,211 

Estimate  for  1921 

In  response  to  your  request  for  an  estimate  of  earnings 
for  the  calendar  year  of  1921, 1  wish  to  state  that  the  average 
output  of  the  Hideite  Leather  factory  for  the  past  nine  years 
has  amounted  annually  to  2,030  tons  of  product,  and  that 
during  the  past  six  months  we  have  been  producing  wadding 
board  at  the  rate  of  500  tons  per  year. 

The  tonnage  of  the  Amesbury  factory  on  "Hercules"  and 
"Atlas"  counter  board  during  the  calendar  year  of  1920  has 
been  at  the  rate  of  1,500  tons  per  year. 
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Taking,  as  a  basis  of  figuring,  sales  of  750  tons  of  "Hideite 
Leather,"  500  tons  of  wadding,  and  1,750  tons  of  counter 
board,  which  I  beheve  can  be  accomphshed  during  the  year 
1921,  and  using  for  cost  figures  present  prices  of  labor  and 
materials,  I  find  that  after  taking  care  of  all  note  interest, 
sinking  fund  requirements,  depreciation,  dividends  on  pre- 
ferred stock,  but  before  Federal  Taxes,  the  company  should 
show  a  balance  of  approximately  $85,000  for  the  Common 
Stock. 

Return  of  Normal  Business  Conditions 
With  the  return  of  normal  business  conditions  the  output 
of  the  two  factories  should  increase  to  at  least  4,000  tons  per 
year,  in  which  case  this  balance  for  the  Common  Stock  should 
increase  from  $85,000  to  between  $140,000  and  $160,000. 
In  making  this  estimate  no  account  has  been  taken  of 
royalties,  due  from  foreign  "Hideite  Leather"  factories,  or 
of  export  sales  to  foreign  agents. 

Signed 

President. 

Questions 

1.  Analyze  this  prospectus  critically  and  in  detail, 
summing  up  all  the  strong  and  weak  points  of  the 
proposition. 

2.  What  is  your  conclusion  regarding  the  financial 
present  and  future  of  the  company? 

3.  What  do  you  consider  the  essentials  of  a  good 
prospectus? 


Problem  23 
Banker  Control 

One  of  the  partners  in  a  large  and  influential  invest- 
ment banking  house  in  New  York  City  states  that  his 
organization  would  not  under  any  circumstances  put 
through  an  important  piece  of  financing  without  se- 
curing a  place  on  the  board  of  directors  of  the  refinanced 
concern.  This,  he  maintains,  is  the  only  proper 
course  for  them  to  follow  if  they  expect  to  have  those 
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policies  of  sound  management,  for  which  they  pride 
themselves,  carried  out  under  all  circumstances.  By 
insisting  upon  this  sort  of  management  in  connection 
with  their  financing  they  hope  that  they  will  be  in  a 
position  to  see  that  the  various  companies  refinanced 
by  them  liv6  up  to  their  obligations.  Thus  they  feel 
that  they  are  building  up  an  excellent  reputation  with 
the  buyers  of  their  securities. 

One  of  the  members  of  a  large  Boston  private  bank- 
ing firm  at  about  the  same  time  stated  that  it  was 
absolutely  contradictory  to  their  policy  to  let  them- 
selves be  represented  on  the  directorate  of  any  concern 
whose  securities  they  sell.  Even  though  the  companies 
may  insist  on  this  arrangement,  feeling  the  need  of 
sound  financial  advice,  this  banking  house  has  uni- 
formly refused  to  accede  to  such  requests.  They  con- 
sider themselves  "investment  bankers"  and  not  busi- 
ness managers.  They  are,  however,  always  ready  to 
advise  those  concerns  whom  they  finance  as  to  the 
proper  financial  policies  for  them  to  follow. 

Questions 

1.  With  which  point  of  view  do  you  agree?  State 
the  reasons  for  your  position. 

2.  Would  you  draw  any  distinction  between  an  in- 
vestment bank  and  a  commercial  bank  in  this  matter? 


Problem  24 

Getting   New   Capital 

foe  an  Old,  Closely  Owned  Concern 

The  M.  Company,  engaged  in  the  manufacture  of 
enamel-ware,  began  business  in  1903.  It  has  always 
been  largely  a  one-man  concern,  though  incorporated. 
Aside  from  a  small  issue  of  serial  bonds  in  1907,  the 
business  has  been  financed  out  of  earnings  and  out  of 
the  small  original  capital.  The  prosperity  of  this  busi- 
ness was  affected  very  little  by  the  war. 
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In  1919  it  was  felt  by  the  management  that  in  order 
to  develop  the  business  properly  it  would  be  necessary 
to  double  the  plant  capacity.  The  original  plant  had 
been  secured  very  cheaply  and  was  hopelessly  anti- 
quated. There  was  not  sufficient  warehouse  room,  nor 
was  it  possible  to  handle  orders  with  sufficient  speed. 
Further,  there  had  heretofore  been  no  very  active  at- 
tempt to  increase  the  volume  of  sales.  On  the  con- 
trary, the  business  had  grown  naturally  and  surely, 
largely  because  of  the  excellent  quality  of  goods  turned 
out.  The  company  had  never  used  its  own  trade- 
mark, and  had  sold  only  to  a  comparatively  few'  large 
customers.  It  was  felt,  however,  that  with  the  changed 
business  conditions  following  the  war  it  would  prob- 
ably be  necessary  to  carry  on  the  business  in  much 
larger  volume  and  with  more  aggressiveness,  in  order 
to  make  good  profits. 

Accordingly,  in  1919  the  new  building  campaign  was 
launched  in  spite  of  the  excessively  high  prices,  and 
the  expenses,  were  financed  partially  through  an  in- 
crease of  common  stock  very  narrowly  distributed  and 
partially  through  the  sale  of  some  additional  bonds, 
which  had  been  authorized  in  connection  with  the 
earlier  issue.  The  bills  payable  to  banks  increased 
rapidly  during  the  year  1920,  and  these  loans  were  used 
primarily  for  building  purposes. 

The  new  plant  was  finished  late  in  1920.  Though 
the  cost  of  this  additional  construction  was  high,  the 
average  cost  of  all  the  fixed  assets  was  very  moderate 
because  of  low  original  outlays.  The  management  feels 
that  very  high  returns  will  be  realized  on  the  added 
investment  as  soon  as  general  conditions  improve. 

It  should  further  be  explained  that  this  business  is 
practically  free  from  the  seasonal  element  and  sells  its 
goods  largely  to  jobbers,  the  usual  terms  being  2 
per  cent  10  days,  60  days  net.  Ordinarily  the  cus- 
tomers discount  their  bills  promptly.  The  volume 
of  sales  for  the  fiscal  year  ending  November  30,  1920, 
was  $1,269,557,  and  the  entire  loss  from  bad  debts  dur- 
ing the  year  was  less  than  1/200  of  1  per  cent. 
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The  cost  of  these  sales  during  the  year,  less  discounts 
on  purchases,  was  $1,087,053.  After  the  various  allow- 
ances for  reserves,  fixed  charges,  etc.,  the  net  profit 
amounted  to  $106,649,  or  more  than  10%  on  the  total 
assets  of  the  business.  It  should  be  stated,  however, 
that  during  the  latter  half  of  1920  the  profit  on  sales 
was  very  much  smaller  than  normal,  due  to  general 
high  expenses. 

Along  in  1921,  the  management  began  to  grow  very 
much  concerned  about  its  relatively  high  floating  debt, 
not  because  there  was  any  present  fear  that  the  banks 
might  cut  down  their  lines  of  credit,  but  because  busi- 
ness was  falling  off,  and  inventory  was  large,  receiv- 
ables were  growing  slower,  and  so  on.  All  in  all,  it 
appeared  in  the  spring  of  the  year  that  by  the  end  of 
1921  the  current  ratio  might  be  dangerously  low  and 
that  it  might  then  be  difficult  to  do  any  new  financing 
if  there  should  be  need  for  it. 

The  following  comparative  and  much  abbreviated 
financial  statements  will  indicate  what  has  happened 
^o  the  finances  of  the  company  between  the  end  of  1919 
and  the  end  of  1920,  and  it  must  be  admitted  that  any 
undesirable  changes  shown  have  been  exaggerated  dur- 
ing the  past  six  months : 

Comparative  Statement  of  the  M.  Company 
November  30 

Assets                                 1919  1920 

Real  estate,  buildings,  etc $165,000  $324,000 

Equipment,  machinery,  etc 112,000  185,000 

Goodwill 32,000  32,000 

Inventory 

Raw  materials 132,000  190,500 

Work  in  process 22,000  41,000 

Finished  work 29,000  '      49,000 

Cash 44,000  24,500 

Liberty  Bonds 10,000     

Accounts  receivable 80,000  130,000 

Bills  and  acceptances  receivable 500  6,000 

Personal  advance 5,000  6,000 

Miscellaneous 18,000 22,000 

$649,500  $1,010,000 
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Liabilities 

Capital  Stock 

Bonds 

Surplus 

Profit  for  year .  .  . 
Vouchers  payable .  . 

Bills  payable 

Bills  and  acceptances  discounted . 
Dividends  payable . 
Reserved  for  depreciation . 
Reserved  for  taxes . 
Miscellaneous  Reserves . 
Accruals 


$290,000 

30,000 

101,000 

86,000 

14,000 


56,000 
16,000 
39,500 
17,000 


$435,000 

98,000 

17,000 

107,000 

67,000""^ 

90,000 

4,000 

6,500 

67,000 

50,000 

47,500 

21,000 

$649,500      $1,010,000 

The  following  alternatives  are  now  being  considered 
by  the  management : 

(a)  Should  the  business  continue  to  finance  itself  on 
the  present  basis,  going  ahead  modestly  and  taking 
a  chance  on  reducing  its  current  indebtedness  in  the 
hope  that  business  will  begin  to  improve  by  the  end 
of  the  year?  If  this  program  were  followed,  there 
would  be  no  further  expansion  of  plant,  though  it  is 
thought  to  be  wise  to  invest  from  $25,000  to  $50,00(T 
more  in  this  item,  and  no  future  financing  would  be 
contemplated. 

(b)  Shall  an  attempt  be  made  to  secure  additional 
capital  with  a  view  to  taking  up  some  of  the  floating 
indebtedness,  furnishing  more  working  capital,  etc.? 
If  so,  how  shall  this  capital  be  secured  and  how  much 
should  be  secured? 

(c)  Shall  the  concern  struggle  along  as  best  it  can 
until  new  capital  can  be  secured  on  more  favorable 
terms  and  then  do  its  financing? 

Questions 

1.  In  the  light  of  all  the  facts  at  your  disposal,  do 
you  believe  that  the  expansion  was  justified  at  this  time? 

2.  Accepting  the  situation  as  it  now  is,  what  financial 
policy  should  you  advise  the  management  to  follow? 

3.  If  you  agree  that  there  should  be  new  financing, 
what  method  would  you  advise  taking? 
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Problem  25 

Securing  More  Capital  for  a  New  Concern 

The  following  problem  was  received  from  the  presi- 
dent of  a  newly  organized  company  in  February,  1921 : 

The  writer  has  organized  four  successful  selling 
agencies,  the  latest  one  of  which  was  the  New  York 

territory   for    the Machine    Company. 

This  firm  manufactures  and  distributes  the ... 
Package  Sealer,  used  in  stores  for  dispensing  a  properly 
moistened  piece  of  gummed  paper  tape  for  the  sealing 
of  parcels,  and  the  like. 

The  machine  is  rather  complicated  for  the  ordinary 
clerk,  as  it  contains  a  lever,  cutting-off  knife,  gears, 
pawl  movement,  etc.,  that  give  more  or  less  trouble 
which  the  ordinary  clerk  cannot  adjust,  thus  necessi- 
tating the  return  of  the  machine  to  the  factory  for 
repairs.  The  selling  price  of  this  machine  is  $28, 
which  is  prohibitive  to  the  small  concern. 

The  writer  invented  a  new  tape  machine,  which 
will  retail  for  about  $10,  do  all  the  work  that  the 
above  mentioned  machine  can  do,  do  it  more  quickly, 
with  practically  no  chance  of  the  machine's  getting 
out  of  adjustment,  because  of  its  simplicity.  Fifty- 
two  points  were  applied  for  in  the  patent  application, 
of  which  fourteen  were  allowed,  thus  making  what  is 
termed  a  100%  patent. 

The  writer  then  organized  a  corporation,  incor- 
porated under  the  laws  of  the  State  of  New  Jersey, 
with  a  capitalization  of  1,500  shares,  par  value  $50, 
all  common  and  non-assessable.  He  accepted  $3,000 
in  stock  for  his  patent  rights.  For  selling  the  stock  of 
the  company  and  to  maintain  the  majority  holdings 
of  stock  in  the  company  he  is  given  one  share  of  stock 
for  each  share  sold.  The  present  standing  of  the 
company  is  as  follows: 
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Stock  of  tape  (used  in  the  machines) 

on  hand $1,530.86 

Office  fixtures 325.00 

Cash  in  bank 779.39 

Cash  on  deposit  with  manufactur- 
ing concern 100.00 

Accounts  receivable 200.00 

Notes  payable $800.00 

Capital  stock 11,800.00 

Patent  rights,   operating   expense, 
incorporating  expense,  patterns, 

etc 9,665.00      

$12,600.00      $12,600.00 

Approximately  $1,300  will  pay  for  three  dies  needed 
to  make  die-cast  tanks,  rollers  and  platen.  This  will 
also  include  the  first  1,000  of  each  of  these  castings. 
After  the  cost  of  the  dies  has  been  taken  care  of,  it 
will  cost  approximately  559^  for  the  three  castings 
for  each  machine.  The  first  1,000  machines  complete, 
ready  for  sale,  will  cost  approximately  $3.50,  and  after 
the  first  1,000,  in  1,000  lots  the  machines  will  cost 
approximately  $2.75  each.  The  condition  of  the  com- 
pany at  present  is  such  that  we  need  more  money  to 
carry  on.  After  the  first  1,000  machines  are  sold 
and  the  second  1,000  are  being  sold,  we  shall  need 
money  to  continue  the  business  unless  purchasers  are 
prompt  in  paying  their  invoices. 

I  have  arranged  with  a  foundry  and  machine  shop 
combined  to  manufacture  machines  and  deliver  to  me 
completed  machines  ready  for  sale  at  the  cost  of  about 
$3.00.  If  I  were  equipped  to  manufacture,  or  rather 
to  assemble  machines  from  material  from  foundry,  I 
could  reduce  the  cost  of  the  machine  to  approximately 
$2.25.  The  cost  of  an  assembling  plajit  would  be 
approximately  $2,000  for  outlay,  and  a  weekly  expense 
of  about  $200  extra.  I  estimate  that  inside  of  one  year 
1,000  machines  a  week  would  be  the  output. 

A  bank  has  signified  its  interest  and  may  loan  us 
some  money  on  "accounts  receivable."  I  am  practi- 
cally certain  of  about  $1,000  more  coming  in  from  the 
sale  of  stock  within  a  week  or  two.     The  less  stock  we 
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have  out,  the  more  profit  there  will  be  for  the  stock- 
holders. The  company  has  been  embarrassed  for  lack 
of  cash  because  about  $700  of  the  owner's  monej''  has 
been  tied  up  for  several  months  in  a  bank  which  failed. 

I  have  been  a  successful  master  mechanic,  a  success- 
ful sales  manager,  and  have  invented  several  successful 
articles  that  did  not  bring  me  any  great  remuneration 
because  I  was  under  contract.  I  have  tried  to  step 
aside  here  and  build  up  a  business  for  myself,  for  I  am 
now  48  years  old.  I  am  convinced  that  I  have  an 
article  of  real  merit,  as  it  has  been  demonstrated  to  the 
three  largest  possible  users  of  such  devices,  who  have 
given  it  theii'  unquaUfied  indorsement.  The  Hmit  of 
my  own  and  my  wife's  personal  resources  have  been 
invested  in  the  company,  and  I  have  resigned  from  the 
New  York  managership  of  the  other  company  at  a 
salary  of  $10,000  a  year  to  play  this  game.  I  have 
been  offered  and  have  refused  $20,000  for  60  per  cent 
of  the  capital  stock. 

In  this  connection  I  should  explain  that  I  already 
have  a  good  market  for  gummed  tape,  which  I  handle 
as  a  jobber.  As  my  machine  is  sold  it  will  logically 
follow  that  the  purchasers  will  also  buy  gummed  tape 
from  me.  On  this  tape  there  is  a  very  good  profit, 
and  I  have  already  made  an  agreement  with  one  of  the 
largest  guhamed  tape  producers  in  the  country  to  supply 
me  with  all  the  tape  that  I  wish.  I  also  have  had  reg- 
istered a  trade  name  for  a  special  quick-drying  tape 
which  is  being  prepared  for  me  and  which  should  be  in 
great  demand. 

Should  I  try  to  operate  on  the  smaller  capital,  of 
course  getting  some  more  stock  out,  say  $5,000,  or 
should  I  get  busy  and  sell  enough  stock  to  get,  say, 
$20,000  or  $25,000  more  with  which  to  operate? 
Selling  stock  at  present  would  take  time,  delay  produc- 
tion, and  the  results  would  be  uncertain,  while  expenses 
would  continue.  Expenses,  by  the  way,  have  been 
reduced  to  a  minimum  and  the  actual  cash  outlay 
each  month  is  under  $300. 
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In  other  words,  should  I  concentrate  on  production 
or  on  capitalizing? 

My  idea  on  marketing  the  machine  was  to  make  a 
trip  through  the  country,  appointing  general  agents 
on  a  commission  basis  in  some  places  and  appointing 
wholesale  paper  jobbers  as  distributors  in  others. 
The  machine  should  cost  (manufacturing  and  packing) 
about  $3,  and  to  my  thinking  should  sell  to  the  general 
agent  for  $5.50,  to  the  sub-agent  for  $6.50,  and  should 
retail  for  $10,  5  per  cent  off  in  lots  of  10,  10  per  cent 
off  in  lots  of  25,  15  per  cent  off  in  lots  of  50,  and  25 
per  cent  off  in  lots  of  100. 

What  wovild  be  your  suggestion  for  marketing? 

Questions 

1.  In  view  of  the  information  given,  do  you  think 
that  the  launching  of  this  new  enterprise  is  financially 
justified? 

2.  Granting  that  the  machine  is  all  that  is  claimed 
for  it,  what  steps  should  you  advise  the  president  to 
take  in  order  to  insure  financial  success? 

3.  What  are  your  answers  to  his  specific  questions? 

4.  Do  you  think  that  the  present  president  is  the 
right  man  to  head  the  concern? 


Problem  26 
General  Problem  in  the  Financing  of  a  Company 
Making  Patent  Caps  and  Jar  Covers 

The  following  interesting  problem  is  submitted  by 
the  manager  of  the  E.  Z.  Lid  Company: 

The  E.  Z.  Lid  Company  manufactures  a  patent  cap 
or  cover  for  bottles,  jars,  cans,  and  the  like.     These 
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covers  are  a  marked  improvement  on  any  now  used  for 
similar  purposes,  and  the  more  important  ones  are 
covered  by  patents  which  expire  in  1930.  The  prod- 
ucts have  been  on  the  market  for  two  years.  The 
company  buys  containers  to  sell  along  with  the  covers. 

Officials  of  the  company  feel  that  a  great  potential 
market  exists  for  their  product,  but  in  order  to  secure 
the  proper  volume  of  business  it  will  be  necessary  to 
inaugurate  an  extensive  campaign  of  national  adver- 
tising and  increase  their  manufacturing  facihties.  All 
of  these  things  would  require  a  considerable  amount 
of  new  capital.  It  is  understood  that  their  chief 
competitor  spends  a  quarter  of  a  million  dollars  each 
year  on  advertising  alone. 

Sales  have  held  up  well  during  the  period  of  depres- 
sion. During  1920  orders  were  received  amounting  to 
$135,000.  However,  because  of  difficulties  in  obtaining 
containers — especially  glass  containers — from  the  fac- 
tories supplying  them,  the  gross  sales  were  reduced  to 
only  $100,000.  This  unfortunate  difficulty  in  securing 
containers  was  the  result  of  unusual  business  conditions, 
and  should  not  be  a  normal  situation. 

Owing  to  the  cost  of  obtaining  business  and  the 
expenses  attendant  upon  promoting  a  new  commodity, 
this  volume  of  sales  ($100,000)  was  not  sufficient  to 
produce  any  profit.  In  fact,  because  of  the  relatively 
"high  sales  and  advertising  expenses,  the  deficit  last 
year  amounted  to  $12,017.  It  is  estimated  that  about 
four  times  this  volume  of  sales  could  be  handled  with 
only  a  slight  increase  in  present  operating  and  overhead 
expenses,  under  which  circumstances  net  profits  on 
sales  would  be  about  25  per  cent. 

The  line  carried  by  this  company  is  being  added  to 
from  time  to  time.  The  last  addition,  an  improved 
fruit  jar  cover,  has  promise  of  a  big  market  when  its 
superior  features  have  been  made  generally  known. 
In  spite  of  all  the  difficulties  encountered,  the  officers 
of  the  E.  Z.  Lid  Company  have  great  faith  in  the  future 
of  the  business,  and  are  working  for  smaller  salaries 
than  could  be  obtained  elsewhere. 
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The  company's  balance  sheet  for  December  31,  1920, 
was  as  follows: 

Balance  Sheet  of  the  E.  Z.  Lid  Company  as  of 
December  31,  1920 

Assets  . 
Current  Assets 

Cash  in  bank $9,895.64 

Petty  cash  on  hand.  .  .  .  368.13 

Accounts  receivable ...  .  29,706.59 

Notes  receivable 40,000.00 

Upressit   Cap   Co.   of 

Canada,  Ltd 104j00 

Total  Current  Assets.  $80,074.36 

Working  and  Trading 

Assets 

Kaw  materials — glass- 
ware— advertising 
matter — moulds,  etc..  32,366.25 

Fixed  Assets 

Patents  (U.  S.) $4,148,068.69 

Drawings 2,454.32 

Machinery 23,223.06 

Dies 9,341.76 

Tools 575.61 

Factory  fixtures 2,195.49 

Office  furniture  and  fixt.  2,649.87 

Trade-mark 75.00 

4,188,583.80 
Deferred  Charges  to 

Expenses 

(Packing  and  shipping 
material — office  sup- 
plies— insurance, 
taxes  and  commissions 
paid  m  advance,  etc.)  5,678.28 

Total  Assets $4,306,702.69 

Net  Loss— 1920 12,017.89 

Total  Assets $4,318,720.58 

Liabilities 

Accounts  payable $12,555.13 

Capital  stock 

Common $4,000,000.00 

Preferred  (outstanding).         275,000.00     4,275,000.00 
(Authorized 
$1,000,000.00) 
Treasury  stock  subscribed 

and  paid* 31,165.45 

Total  Liabilities . .  . . $4,318,720.58 

*Treasury  stock  subscribed  and  unpaid,  $70,389.55. 

Par  Value 
Preferred  stock,  $100.  Common  stock,  $10. 
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The  company,  having  in  the  last  few  months  received 
payment  on  the  "Treasury  stock  subscribed  and  un- 
paid for,"  now  has  close  to  $75,000  in  cash,  this 
reserve  being  necessary  to  tide  them  over  the  present 
business  depression.  The  management  of  the  E.  Z.  Lid 
Company  now  raises  some  of  the  following  questions: 

Question  fi 

1.  What  suggestions  can  you  make  regarding  the 
desirability  of  launching  this  company  early  in  1919? 

2.  What  light,  if  any,  does  the  above  balance  sheet 
throw  on  the  problem?  What  criticisms  have  you  to 
offer? 

3.  Would  it  be  more  desirable  for  this  company  to 
endeavor  to  raise  additional  capital  and  to  continue 
to  operate  independently,  or  to  be  taken  over  as  a 
subsidiary  by  some  large  going  concern,  as  for  example 
the  American  Can  Company? 

4.  Granting  that  you  approve  of  the  continued 
independent  operation  of  the  company,  what  plans 
can  you  suggest  for  securing  adequate  funds  for  the 
necessary  advertising  campaign  and  the  extension  of 
manufacturing  facilities? 

5.  Do  you  think  it  wise  for  the  company  to  buy 
containers  to  be  sold  along  with  its  covers?  Why  do 
you  suppose  the  company  does  this? 

6.  Again,  assuming  that  the  company  is  to  be 
independently  operated,  should  you  advise  them  to 
continue  buying  the  glass  jars  and  containers  from 
other  concerns,  manufacturing  only  the  caps  and 
covers,  or  should  the  company  avoid  a  recurrence  of 
the  situation  which  confronted  them  last  year,  by 
beginning  to  manufacture  containers  as  well? 

7.  As  an  impartial  adviser,  what  further  suggestions 
if  any,  can  you  make  as  to  the  past,  present,  and 
future  financing  of  the  company? 

8.  How,  if  at  all,  would  your  answers  to  the  above 
questions  differ  if  you  were  an  officer  of  the  E.  Z.  Lid 
Company? 
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Problem  27 

An  Expansion  Which  Necessitates  a  Change  in 

Organization 

Mr.  H.,  an  official  of  a  large  New  England  paper 
company,  the  D.  Company,  is  heavily  interested  in  a 
small  paper  mill  operated  by  two  or  three  partners. 
Unless  the  mill  is  considerably  enlarged  there  is  little 
hope  of  receiving  more  than  a  moderate  return 
on  the  investment  in  the  future,  though  war-time 
earnings  were  very  large,  and  the  present  financial 
position  is  excellent.  H.  asked  his  auditor  for  a  re- 
port on  the  proposed  new  financing,  and  received  the 
following  analysis  in  reply : 

Memorandum  to  Mr.  H., 

"I  have  made  a  careful  analysis  of  the  financial 
requirements  for  building  the  M.  Paper  Company  to 
a.  two-machine  paper  mill.  We  have  very  definite  fig- 
ures covering  the  requirements  in  the  way  of  cash, 
notes  receivable,  inventories,  plant,  etc.,  from  the  D. 
Company's  reports.  It  is  comparatively  easy,  there- 
fore, to  set  up  a  balance  sheet  which  should  represent 
the  financial  requirements  of  a  business  of  the  size  you 
mentioned.  Having  arrived  at  these  figures  in  this 
manner,  we  are  able  to  check  them  very  definitely  by 
the  engineering  data  furnished  by  Mr.  Y.  (chief 
engineer),  and  by  other  means,  and  I  believe  that 
the  balance  sheet  presented  herewith  would  closely 
approximate  the  financial  condition  of  the  company 
after  reorganization.  As  you  will  note,  the  plant 
would  be  carried  at  a  value  of  $2,500,000.  This  is 
upon  the  basis  of  the  present  valuation  of  $1,000,000 
as  placed  upon  the  plant  by  the  present  owners,  and 
the  addition  of  two  machines  with  all  the  subsidi- 
ary machinery  required,  at  an  estimated  cost  of 
$1,500,000. 

"The  financing  required  to  attain  this  condition 
would  be  exceedingly  difficult,  due  to  the  fact  that  it 
would  be  almost  entirely  a  construction  proposition. 
In  other  words,  the  present  business  as  carried  on  by 
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the  M.  Paper  Company  would  not  justify  the  raising  of 
$2,000,000,  either  in  the  form  of  bonds  or  stock  issues. 
It  is  perfectly  evident  that  no  banks  would  be  in- 
clined to  loan  the  money  upon  any  security  which  the 
M.  Paper  Company  as  an  organization  has  to  offer. 
It  seems  to  me  that  probably  the  only  way  in  which 
you  could  secure  the  required  money  would  be  to  se- 
cure the  support  of  interests  who  are  famihar  with 
the  business  and  with  the  opportunity  which  exists  for 
its  development. 

"If  this  is  not  possible,  a  bond  issue,  consisting  of 
construction  bonds  to  be  paid  in  instalments  as  the 
work  progresses,  would  probably  float  it.  You  would 
find,  however,  that  the  cost  in  the  form  of  premiums 
and  interest  would  probably  be  prohibitive.  Preferred 
stock  might  be  disposed  of  if  you  could  secure  sub- 
scriptions from  interested  parties  for  a  large  percentage 
of  the  issue,  thus  offering  to  the  public  only  a  small 
part  for  subscription.  The  D.  Company  might  be 
persuaded  to  take  a  block  of  such  stock,  and  the 
distributors  a  portion. 

"Either  of  the  three  methods  outlined  would  result 
in  securing  $2,000,000  of  outside  capital,  $1,500,000  of 
which  would  be  used  to  build  plant,  and  the  other 
$500,000  to  furnish  working  capital  to  carry  on  the 
business. 

"I  have  prepared  operating  statements  showing  the 
results  of  operations  after  the  installation  of  the  neces- 
sary machinery,  based  upon  an  output  of  18,000  tons 
of  paper  per  year,  and  9,000  tons  of  soda  pulp,  at  present 
selling  prices  of  paper  and  at  7  cents  per  pound  for 
soda  pulp. 

"Analysis  of  the  cost  of  manufacture  indicates  that 
at  present  prices  for  raw  material  and  labor,  and  with 
reasonable  efficiency,  paper  could  be  manufactured  at  a 
cost  which  would  net  about  20  per  cent  on  sales.  As 
will  be  seen  from  the  operating  statements,  corporate 
requirements,  allowing  common  stock  dividends  of  10 
per  cent,  preferred  stock  dividends  of  8  per  cent,  and 
with  provision  for  the  retirement  of  the  preferred  stock 
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in  10  years,  would  be  $560,000.  In  addition  to  this, 
Federal  Taxes  would  have  to  be  met.  The  figures  shown 
are  based  upon  different  percentages  of  profit,  and  you 
will  note  that  net  profits  would  have  to  be  maintained 
at  20  per  cent  or  better  in  order  to  meet  corporate  re- 
quirements, and  to  leave  any  surplus  for  improvement 
of  the  corporation's  financial  condition.  It  is,  of  course, 
a  fact  that  the  preferred  dividend  requirements  would 
be  constantly'  reduced  until  they  finally  disappear  at 
the  end  of  ten  years,  so  that  a  profit  of  even  15  per  cent 
on  sales  would  in  two  or  three  years  show  up  very  favor- 
ably, and  at  the  end  of  ten  years  would  leave  the  cor- 
poration in  excellent  financial  condition.  In  the  lower 
part  of  the  table  you  will  find  the  corporate  requirements 
based  upon  a  6  per  cent  common  stock  dividend,  7  per 
cent  preferred  stock  dividend,  and  a  sinking  fund  of  5 
per  cent.  Upon  this  basis  it  is  evident  that  earnings 
might  drop  as  low  as  10  per  cent,  based  on  the  selling 
prices  mentioned,  and  still  leave  the  corporation  in  fair 
shape.  In  this  case  it  is  also  true  that  the  condition 
would  be  better  year  by  year  as  the  preferred  stock  \f&s 
retired,  until  at  the  end  of  twenty  years  the  preferred 
would  be  entirely  eliminated,  the  entire  equity  in  the 
business  resting  in  the  common  stock,  and  the  financial 
condition  of  the  corporation  being  very  good. 

"It  must  be  borne  in  mind  in  talking  of  a  reorgani- 
zation upon  any  such  basis  as  this,  that  the  net  return 
to  the  present  owners  of  the  business  is  not  apt  to  be 
as  large  as  at  present,  due  to  the  fact  that  considerable 
sums  of  money  would  be  withdrawn  from  the  business 
in  the  form  of  preferred  dividends,  which  amounts  are 
now  distributed  to  the  owners  of  the  business.  It  is 
also  a  fact  that  due  to  the  very  low  valuation  at  which 
the  plant  now  stands,  and  due  to  the  very  peculiar 
arrangement  with  the  D.  Company,*  the  capital  in- 
vested in  the  business  is  very  small  for  the  business 
done.  Due  to  the  present  high  cost  of  construction, 
the  amount  of  capital  required  to  produce  the  added 

*The  D.  Company  manages  the  M.  Company,  and  affords  numer- 
ous facilities  at  low  cost. 
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sales  in  the  form  of  paper  is  entirely  out  of  proportion. 
The  new  Corporation  would  find  itself  with  a  very  heavy 
capitalization  for  the  amount  of  business  which  it  would 
then  do.  This,  of  course,  adds  to  the  fixed  charges, 
and  means  that  the  net  earnings  which  could  be  with- 
drawn would  be  correspondingly  reduced. 

"Another  factor  which  must  be  borne  in  mind  is  that 
as  at  present  organized  there  are  no  fixed  requirements 
in  the  form  of  preferred  dividends,  sinking  funds  and 
taxes.  Thus  if  poor  years  are  encountered  no  particu- 
lar harm  is  done.  As  a  matter  of  fact,  as  at  present 
organized,  a  loss  for  any  one  year  for  the  M.  Paper 
Company  could  be  deducted  from  your  other  income  on 
your  personal  tax  returns  and  the  Government  would 
thus  pay  a  part  of  the  loss.  This  would  not  be  true  of  a 
corporation.  A  loss  in  any  year  means  that  preferred 
dividends  would  accumulate,  sinking  funds  could  not  be 
met,  and  these  would  constitute  a  preferred  liability,  and 
the  common  stock  equity  would  be  impaired.  No  part 
of  the  loss  could  be  deducted  in  submitting  tax  returns. 

"This  preliminary  memorandum  cannot,  of  course, 
be  expected  to  cover  all  the  phases  of  the  proposition, 
but  may  be  of  some  value  and  interest  to  you." 

Balance  Sheet  of  M.  Company 
(After  proposed  new  financing) 

Cash,  Accounts  and  Cash,  Accounts  and 

Notes   Receiv-  Notes  Payable .    $500,000 

able $500,000  Capital   Stock 

Inventory 500,000  Com.$l,000,000 

Plant 2,500,000  Pref .   2,000,000  3,000,000 

$3,500,000  $3,500,000 

Estimated  Operating  Statement 

Gross  Sales— Paper  18,000  tons  @  $200 $3,600,000 

Pulp      9,000  tons  @    140 .   1,260,000 

$4,860,000 

Gross  Sales. . .  .$4,860,000  $4,860,000  $4,860,000  $4,860,000 

Per  cent  of 

Profit •       25 20 15 10 

Net  Profit $1,215,000     $972,000     $729,000     $486,000 
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.  Requirements: 

Dividends — 

Common  @ 

10% $100,000 

1100,000 

$100,000 

$100,000 

Dividends — 

Pref.@8%      160,000 

160,000 

160,000 

160,000 

Sinking  Fund 

@10%...      200,000 

200,000 

200,000 

200,000 

Taxes 407,400 

295,920 

183,500 

92,980 

Total 

$867,400 

$755,920 

$643,500 

$552,980 

Available  for 

Corp.  Use. 

$347,600 

$216,000 

$85,500 

$66,980 

B.   Requirement 

s: 

Dividends — 

Common 

@6%.... 

$60,000 

$60,000 

$60,000 

$60,000 

Dividends — 

Pref.@7% 

140,000 

140,000 

140,000 

140,000 

Sinking  Fund 

©5%.... 

100,000 

100,000 

100,000 

100,000 

Taxes 

407,400 

295,920 

183,500 

92,980 

Total.. . 

$707,400 

$595,920 

$483,500 

$392,980 

Corp.  Use...    $507,600     $376,080     $245,500       $93,020 

Questions 

1.  Has  the  auditor  in  his  report  considered  all  phases 
of  the  problem? 

2.  In  view  of  the  information  given  in  the  memo- 
randum, what  action  do  you  advise  Mr.  H.  to  take? 

3.  Do  you  see  any  better  methods  of  financing  than 
those  suggested  by  the  auditor? 

4.  What  would  have  been  your  advice  if  the  date 
were  1910  instead  of  1921? 
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Problem  28 

Financing  an  Expansion  which  Necessitates 

A  Change  in  the  Nature  of  the  Business 

The Company    of  Philadelphia,  engaged 

largely  in  the  manufacture  of  cardboard  packing  cases, 
began  as  a  small  undertaking  owned  by  three  men  just 
before  the  war.  The  owners  were  poor  business  men 
and  grew  very  much  discouraged  with  the  undertaking, 
though  their  earnings  had  been  reasonably  good.  Early 
in  1917  a  fourth  man,  Mr.  B.,  then  37  years  of  age, 
who  had  little  money  but  who  had  a  good  general  knowl- 
edge of  this  kind  of  business,  was  taken  into  the  organi- 
zation. Until  now  he  had  held  only  subordinate  posi- 
tions at  a  low  salary. 

After  several  months  it  became  evident  to  B.  that 
the  business  could  not  prosper  with  so  many  different 
hands  in  the  management,  nor  did  he  have  any  con- 
fidence in  the  capacity  of  the  men  who  had  originally 
started  the  business.  Consequently,  he  decided  if  pos- 
sible to  secure  the  sole  control  of  the  concern.  The 
financial  statement  of  the  business  in  the  spring  of 
1917  was  as  follows: 


Assets 

Equipment                $5,775.64 
Merchandise   In- 
ventory                 11,050.34 
Cash                            1,240.05 
Receivables!              11,218.55 

Liabilities 

Capital  Stock^  $11,125.00 
Notes  payable  2,500.00 
Accounts  payable  6,794.50 
Surplus    (mostly 

earned  the  year 

before)                    8,865.08 

$29,284.58                                    $29,284.58 

1.  Of  this  amount,  $4,000  was  bad. 

2.  Of  this  amount  $9,200  had  been  paid  in  cash. 

Mr.  B.  already  owned  some  stock  in  the  company, 
and,  although  his  outside  personal  resources  at  the  time 
amounted  to  less  than  $1,000,  he  was  able  with  this  sum 
to  make  an  advance  payment  to  one  of  the  other  owners, 
who  agreed  to  sell  out  his  stock.  The  balance  was  to 
be  paid  in  notes  over  a  period  of  time.  In  this  way 
B.  secured  the  controlling  interest  in  the  business. 
Having  once  secured  control,  it  was  not  a  difficult  mat- 
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ter  for  him  to  induce  the  remaining  owners  to  sell  out 
to  him.  Though  B.  found  it  necessary  to  strain  his 
credit  to  the  limit  and  to  "kite"  a  few  checks  with 
friends  in  order  to  effect  this  change  in  ownership,  the 
deal  was  finally  put  through  and  B.  became  the  sole 
owner,  with  a  number  of  personal  notes  yet  to  pay. 
By  allowing  himself  a  high  salary,  as  sole  owner,  he 
soon  secured  sufficient  funds  to  pay  off  these  notes. 

Through  personal  connections,  B.  managed  to  secure 
the  trade  of  several  large  manufacturers  who  agreed 
for  the  immediate  future  to  buy  the  greater  proportion 
of  their  boxes  from  him.  Much  attention  was  paid  by 
the  new  company  to  "personal  service"  and  to  making 
the  kind  of  goods  which  would  appeal  particularly  to 
the  consumer. 

During  the  next  three  years  the  business  increased 
rapidly.  The  number  of  employees  grew  from  less 
than  40  to  about  200,  the  gross  sales  increased  from 
$68,000  in  1917to  $281,331  in  1920,  though  selling  prices 
had  merely  doubled.  The  net  worth  increased  from 
about  $20,000  at  the  end  of  1917  to  more  than  $40,000 
at  the  end  of  1920;  while  the  production  and  selling  costs 
were  actually  kept  lower  than  in  most  competing  con- 
cerns. The  owner  did  his  own  selling  through  personal 
contacts.  In  the  meantime  very  liberal  allowance  had 
been  made  for  depreciation  and  the  owner  had  been 
paying  himself  a  salary  of  $12,000  a  year,  all  with  a 
view  to  avoiding  high  income  taxes. 

In  the  early  part  of  1921   the Company 

began  to  feel  the  effects  of  the  general  business  depres- 
sion. Since  it  depended  almost  solely  for  its  income 
on  the  patronage  of  a  few  manufacturers  whose  busi- 
ness was  now  practically  at  a  standstill,  it  was  now 
in  a  particularly  precarious  position.  In  the  first  place, 
most  of  the  customers  were  in  financial  difficulties  for 
.one  reason  or  another,  and  found  it  almost  impossible 
to  pay  their  bills.  Further,  those  customers  who  were 
not  actually  in  serious  financial  straits,  found  their 
sales  so  much  curtailed  that  they  could  give  only  small 
orders  for  packing  cases.     As  a  result,  the 
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Company  found  it  difficult  to  meet  its  own  bills,  as  it 
had  always  financed  itself  on  a  very  close  margin  of 
working  capital.  It  became  necessary  to  put  off  the 
less  urgent  creditors  by  means  of  notes  and  promises, 
and  to  pay  only  those  who  threatened  suit  in  case  of 
non-payment.  The  following  statements  show  the  more 
recent  financial  history  of  the  company: 

Assets 

Dec.  31 
1919 

Cash 12,340 

Accounts  receivable 9,475 

Merchandise 25,365 

Liberty  Bonds 2,000 

Machinery,  fixtures,  etc 17,130       36,264       37,546 

Total $56,210    $108,336    $113,236 

Liabilities 

Notes  payable $18,951 

Accounts  payable 24,021 

Reserve  for  taxes 

Capital  Stock  Common 11,125 

"     Preferred.  

Surplus 2,113 


Dec.  31 
1920 

Mar.  31 
1921 

S588 
16,596 
54,888: 

$1,617 
29,609 
44,464 

$7,344 

$16,144 

61,652 

48,632 

4,963 

3,868 

1,925 

1,925 

15,600 

15,600 

16,852 

27,067 

Total $56,210   $108,336    $113,236 

In  the  second  quarter  of  1921  business  began  to  fall 
off  very  rapidly,  until  the  owner  felt  that  the  company 
would  no  longer  prosper  unless  the  business  could  be 
more  widely  diversified.  It  did  not  appear  that  there 
would  be  any  speedy  recovery  in  the  demand  for  pack- 
ing cases  on  the  part  of  his  present  clients,  particularly 
in  view  of  the  fact  that  sales  to  his  type  of  customer 
are  always  low  during  the  summer  months. 

Accordingly,  B.  endeavored  to  discover  some  kind 
of  product  to  which  his  organization  might  profitably 
be  turned  either  as  a  temporary  side-line  or,  more  de- 
sirably, as  a  permanent  part  of  the  business.  He  now 
has  two  or  three  definite  projects  in  mind.  The  possi- 
bility which  seems  to  him  most  feasible  is  that  of  making 
cigar  boxes  out  of  specially  prepared  heavy  cardboard, 
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which  he  could  "process"  in  his  own  factory,  but  no 
attempt  has  yet  been  made  to  patent  this  process.  Upon 
investigation  he  has  found  that  cigar  manufacturers 
can  use  the  type  of  box  which  he  plans  to  make  as. a 
substitute  for  the  usual  wooden  boxes,  at  a  very  great 
saving.  He  further  finds  that  several  important 
manufacturers  of  cigars  are  ready  to  contract  with 
him  for  their  entire  supply  of  boxes  for  the  year,  if 
he  can  soon  be  in  a  position  to  furnish  them. 

In  order  to  develop  this  new  line  of  work,  which  it 
appears  would  be  highly  profitable,  it  will  be  necessary 
to  raise  additional  capital  of  about  $200,000.  The 
problem  at  present  confronting  B.,  who  is  now  thor- 
oughly convinced  that  it  will  be  to  his  financial  ad- 
vantage to  undertake  the  new  business,  is,  "How  in 
the  middle  of  1921  can  he  raise  the  necessary  capital 
for  expanding  and  changing  his  present  organization?" 
Unfortunately  he  has  no  close  friends  on  whom  he  can 
call  for  financial  assistance,  and  his  health  is  very  im- 
certain. 

Questions 

1.  What  is  your  estimate  of  B.  's  financial  ability  and 
of  the  financial  soundness  of  his  business  at  present? 

2.  Do  you  think  that  B.  's  present  business  should  be 
refinanced  in  any  way? 

3.  Do  you  think  it  wise  for  B.  at  this  time,  to  expand 
his  business  in  the  direction  indicated? 

4.  Granting  that  you  favor  this  expansion,  what 
appears  to  you  to  be  the  best  method  of  securing  the 
needed  funds? 
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Problem  29 

Shall  a  Small  Concern  Expand  Quickly 

During  a  Period  of  Rising  Prices? 

The Company  was  a  small  concern  en- 
gaged in  manufacturing  a  staple  commodity.  Its 
growth  h^d  been  slow  and  sure.  During  the  war  there 
was  a  sudden  increase  in  the  demand  for  its  product 
and  there  seemed  to  be  excellent  opportunities  for 
slightly  changing  the  nature  of  the  enterprise  in  such 
a  way  as  to  lead  to  enormous  profits. 

The  management  of  the  company,  seeing  their  various 
competitors  putting  themselves  in  a  position  to  get 
more  business,  decided  that  the  only  policy  for  them 
to  follow  was  to  expand  and  seize  their  profits  while 
prices  were  still  climbing.  They  were  not  content  to 
expand  gradually  out  of  their  large  war-time  earnings, 
but  wanted  to  sell  bonds  or  notes  if  possible.  They 
hoped  in  this  way  to  be  able  to  trade  on  their  equity 
and  make  higher  profits,  since  the  small  number  of 
present  owners  would  not  be  possible  if  they  financed 
by  means  of  stock  issues. 

The  concern  was,  however,  really  too  small  for  a 
bond  issue  or  a  note  issue,  as  general  purchasers  could 
not  be  interested  in  the  proposition.  Nor  was  it  large 
enough  to  interest  outsiders  in  a  new  stock  issue,  for 
not  more  than  $200,000  additional  investment  was 
actually  needed.  So  far  as  a  preferred  stock  issue  was 
concerned,  the  company  did  not  have  a  record  of  earn- 
ings extending  far  enough  back  to  assure  financing  by 
this  method.  It  would  have  been  necessary  to  float 
such  an  issue  on  the  security  of  prospective  profits 
after  the  new  organization  was  effected,  instead  of  on 
the  security  of  past  "performance"  when  the  company 
was  small.  It  should  also  be  stated  that  the  company 
was  using  its  credit  to  the  limit  with  its  banks  and 
tradespeople,  so  that  no  temporary  help  could  be  ex- 
pected from  these  sources. 

Confronted  by  this  situation,  desirous  of  expanding 
quickly,  but  uncertain  of  the  best  method  of  doing  so, 
the  company  approached  a  private  banking  house  for 
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advice.  At  the  same  time  they  stated  that  from  their 
point  of  view  a  sale  of  preferred  stock  would  seem  to 
be  the  most  satisfactory,  all  things  considered. 

Questions 

1.  Should  such  a  concern  have  attempted  to  expand? 

2.  Granting  that  the  expansion  was  desir'kble,  what 
method  of  financing  should  the  bankers  have  suggested 
to  them? 

3.  If  the  concern  had  wished  to  increase  its  profits 
by  a  slight  change  in  the  nature  of  the  business  carried 
on,  so  as  to  take  up  a  more  profitable  line,  would  your 
answers  to  the  foregoing  questions  be  the  same? 

4.  Are  there  considerations  other  than  financial  which 
might  have  justified  the  expansion  during  the  war? 


Problem  30 

Expanding    a    Garment    Manufacturing    Concern    to 

Take  Over  a  Textile  Mill  in  1919 

The Overall  Company  had  for  a  number 

of  years  been  noted  for  its  conservative  and  shrewd 
management.  They  had  put  the  minimum  amount  of 
money  into  plant  and  equipment,  consistent  with  a  high 
degree  of  efficiency  in  production.  They  alwaj'^s  took 
advantage  of  their  discounts  in  buying  material.  They 
always  collected  their  receivables  promptly,  and  upon 
the  whole  had  an  excellent  standing  among  bankers  in 
different  sections  of  the  country. 

The  company's  investment  in  fixed  assets  was  only 
$200,000  at  the  end  of  1918.  In  1920,  however,  it 
appeared  from  their  statement  that  their  fixed  capital 
had  increased  to  more  than  $1,000,000,  though  there 
was  practically  no  increase  in  their  gross  sales.    Accord- 
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ingly,  one  of  the  bankers  made  inquiry  regarding  the 
matter  and  was  informed  by  the  president  of  the  com- 
pany that  they  had  found  it  necessary  to  buy  one  of 
the  textile  mills  which  had  been  supplying  them  with 
cloth  for  making  the  overalls. 

The  company's  explanation  of  this  move  was  to  the 
effect  that  the  concern  from  which  they  had  been  buy- 
ing always  drove  hard  bargains  with  them  and  prac- 
tically forced  them  to  contract  for  a  large  amount  of 
material  well  in  advance  of  the  company's  needs. 
Finally,  the  textile  concern  had  insisted  that  the  over- 
all makers  agree  to  take  all  of  their  annual  output  dur- 
ing the  year  1920.  Otherwise,  business  relations  be- 
tween the  two  would  be  severed.  Therefore,  owing  to 
the  uncertainties  of  the  business,  the  management  of 
the  overall  company  decided  that  it  would  be  best  to 
buy  out  the  textile  concern,  and  so  be  free  to  conduct 
their  business  along  their  own  lines.  The  president 
further  explained  that  it  was  at  the  time  (late  in  1919) 
extremely  difficult  to  secure  satisfactory  material  at 
reasonable  prices  from  any  other  mill. 

Questio7is 

1.  Analyze  critically  the  wisdom  of  the  expansion 
policy  followed  by  the  overall  company,  and  the  reasons 
given. 

2.  How  would  you  have  advised  the  management? 


Problem  31 

Financing  the  Expansion  of  a  Conservative  Paper 

Company  in  the  Post- War  Period 

The Paper  Company  was  an  old-fashioned 

concern  which  had  been  under  the  same  family  manage- 
ment for  many  years.  It  operated  on  a  small  scale, 
although  it  was  a  somewhat  integrated  industry,  owning 
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some  timberlands  for  the  supply  of  its  pulp  mill.  The 
plant  was  rather  old-fashioned,  but  goocj.  They  had 
apparently  always  been  making  a  good  return  on  their 
investment.  Their  credit  was  the  highest  possible  for 
a  concern  of  their  size  and  type. 

When  the  boom  in  the  paper  business  came  during 
the  war  period,  with  rapidly  mounting  prices,  a  good 
deal  of  pressure  was  brought  to  bear  to  induce  them  to 
enlarge  their  plant,  so  that  they  might  accept  more 
orders  and  get  a  larger  proportion  of  the  business.  For 
two  or  three  years  they  withstood  this  pressure,  mean- 
while operating  their  plant  to  its  utmost  capacity  and 
making  extraordinarily  high  returns  on  their  invest- 
ment. Yet  their  actual  and  potential  customers,  on 
account  of  the  goodwill  which  attached  to  the  high 
grade  of  paper  put  out  by  them,  continued  to  urge 
orders  upon  them.  Finally,  therefore,  they  felt  that 
circumstances  beyond  their  control  were  forcing  them 
to  expand,  and  decided  to  build  their  plant  greater  in 
order  to  take  more  of  the  business  which  was  being 
thrust  upon  them. 

As  a  result  of  their  decision,  a  program  was  out- 
lined, which  called  for  the  acquisition  of  more  timber- 
lands,  more  water  power,  and  a  considerably  increased 
plant.  These  plans  began  to  be  carried  into  effect  late 
in  1919. 

There  was  no  funded  indebtedness  of  any  kind  against 
the  old  plant,  though  some  preferred  stock  was  out- 
standing. The  company  had  also  built  up  a  very  large 
surplus  out  of  past  earnings,  much  of  which  was  kept 
in  a  liquid  condition.  Consequently,  though  the  ex- 
pansion ultimately  called  for  a  more  than  doubled 
investment  in  fixed  assets,  they  were  able  in  the  begin- 
ning to  finance  themselves  by  means  of  their  large  cash 
resources  and  by  extensive  borrowing  from  their  banks, 
who  at  first  raised  no  objection,  because  of  the  initial 
high  current  ratio  which  their  statements  showed,  and 
because  of  their  excellent  standing  in  the  past. 

In  1920,  as  the  general  depression  came  in  this 
industry,  the  current  assets  of  the  company,  while  still 
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relatively  good,  became  more  or  less  frozen.  Further, 
the  banks  were  no  longer  in  a  position  to  be  able  to 
loan  as  extensively  as  heretofore  for  what  appeared  to 
be  largely  a  capital  expenditure.  As  a  matter  of  fact, 
the  company's  construction  program  was  launched 
at  a  time  when  prices  of  needed  materials  and  labor 
were  at  the  peak,  but  when  the  demand  for  the  com- 
pany's goods  was  soon  to  decline.  However,  all  the 
people  engaged  in  similar  lines  of  industry  thought  that 
the  high  prices  for  paper  would  continue  for  at  least 
two  years,  and  they  could  see  no  clouds  on  the  horizon. 

The  next  step  was  to  float  a  mortgage  loan  secured 
by  their  plants  and  timberlands  at  the  1920  valuations. 
They  had  little  difficulty  in  convincing  the  engineers 
and  investment  bankers  who  handled  the  proposition 
that  it  was  a  very  desirable  piece  of  financing,  and  the 
larger  part  of  the  issue  was  immediately  sold  without 
much  trouble. 

It  now  became  evident  that  the  money  raised  by  this 
mortgage  would  not  be  sufficient  to  pay  off  all  their 
bank  obligations  and  provide  the  necessary  additional 
funds  for  construction  and  working  capital.  Costs  were 
greater  than  had  been  expected.  Accordingly,  before 
the  entire  issue  of  bonds  had  been  sold,  they  were 
forced  to  attempt  to  raise  additional  capital.  This 
they  tried  to  do  by  means  of  an  issue  of  short-time, 
high-interest-bearing  notes  which  had  an  attractive 
sinking-fund  provision. 

While  they  were  in  the  midst  of  these  transactions, 
the  bottom  rather  suddenly  fell  out  of  the  paper  market. 
Prices  were  considerably  cut  by  the  larger  concerns, 
and  the  independents  were  forced  to  follow  suit.  This 
compafiy,  therefore,  found  itself  with  a  still  unfinished 
expansion  program  on  its  hands,  borrowing  from  its 
banks  beyond  any  safe  limit,  and  with  some  of  its 
senior  securities  still  unsold.  An  appeal  was  then  made 
to  the  stockholders  to  furnish  the  needed  working 
capital  by  subscribing  to  junior  securities,  and  a  little 
money  was  raised  in  this  way. 
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Questions 

1.  In  view  of  the  fact  that  all  of  this  company's 
financial  advisors  decided  that  it  would  be  in  a  stronger 
position  in  every  way  after  the  expansion  was  carried 
through,  do  you  think  this  paper  company  was  justified 
in  expanding  at  the  time  it  did? 

2.  Granting  that  you  approve  of  the  extension,  do 
you  approve  of  the  method  used  to  secure  the  needed 
funds?    If  not,  what  alternatives  would  you  suggest? 

3.  When  the  paper  market  broke,  what  different  pol- 
icy, if  any,  should  have  been  followed  by  this  company? 

4.  If  you  were  called  upon  to  outline  the  future 
financial  poUcy,  what  would  be  your  advice? 

5.  In  the  light  of  the  data  supplied,  what  do  you 
expect  to  be  the  financial  future  of  this  company? 


Problem  32 
Shall  a  Concern  Own  Real  Estate  or  Pay  Rent? 

The Candy  Company  is  a  concern  which 

until  the  war  period  grew  slowly  and  always  had  the 
reputation  of  being  very  conservatively  managed.  Its 
product  is  of  the  highest  grade  and  has  been  sold  on 
the  strength  of  quality  rather  than  by  means  of  high- 
pressure  advertising.  No  real  estate  was  owned,  but 
a  rather  antiquated  building  had  for  some  years  been 
rented.  By  operating  in  this  fashion,  the  overhead  had 
been  kept  very  low,  so  that  this  company  was  one  of 
the  most  advantageously  situated  in  the  trade.  It  was 
a  source  of  considerable  annoyance,  however,  to  find 
that  in  the  rush  season  work  could  not  be  comfortably 
carried  on  in  these  quarters,  and  as  the  volume  of 
business  grew,  it  was  frequently  necessary  to  turn  away 
some  orders  because  of  the  congestion.  Further,  the 
owners  of  the  building  would  lease  the  property  only 
by  the  year  and  were  constantly  raising  the  rent. 
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In  volume  of  sales,  the  business  of  this  company  grew 
about  as  follows:  1913,  1450,000;  1914,  $525,000; 
1915,  $600,000;  1916,  $720,000;  1917,  $850,000;  1918, 
$995,000;  1919,  $1,250,000. 

Because  of  the  greatly  increased  sales  figure 
toward  the  end  of  1919,  the  management  began  to 
think  that  the  company  was  at  last  going  to  come  into 
its  own,  particularly  since  this  result  had  been  achieved 
with  practically  no  general  advertising.  It  was  further 
perfectly  evident  that  the  old  rented  quarters  would  be 
wholly  inadequate  if  the  business  should  expand  any 
more.  At  its  utmost  capa&ty  the  old  plant  could  not 
turn  out  under  present  price  conditions  more  than 
$1,300,000  worth  of  product.  With  the  more  normal 
prices  which  might  ultimately  be  expected,  the  output 
would  have  been  Hmited  to  about  $900,000.  Also,  it 
was  felt  that  much  valuable  goodwill  was  being  lost 
because  of  the  unavoidable  delays  in  filling  orders,  as 
well  as  because  of  the  orders  which  actually  had  to  be 
turned  down.  If  the  demand  should  continue  at  the 
present  rate,  it  seemed  to  the  management  that  their 
sales  for  the  year  1920  would  be  in  excess  of  $1,500,000, 
and  many  expected  that  the  $2,000,000  mark  would  be 
reached. 

In  view  of  these  considerations,  it  was  decided  to 
build  a  plant  which  would  insure  sufficient  capacity 
under  all  conditions.  As  this  company's  credit  was 
excellent,  there  was  little  difficulty  in  raising  $250,000 
additional  capital  by  an  issue  of  preferred  stock.  Of 
the  amount  received  it  was  planned  that  $150,000 
should  go  into  the  plant  and  the  balance  was  to  be 
used  for  additional  working  capital.  It  was  also  esti- 
mated that  at  least  $400,000  profits  could  be  made 
during  the  year  1920,  which  would  put  the  company 
in  a  very  strong  position  with  the  banks  and  enable 
it  also  to  retire  some  of  the  preferred  stock.  As 
the  work  progressed  during  the  year,  it  was  found  that 
more  working  capital  was  needed  than  had  been  antici- 
pated, so  that  the  concern  had  to  borrow  about  $500,000 
from  the  banks,  at  the  peak,  instead  of  $250,000  or 
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$300,000  as  had  been  customary.  Further,  it  was  found 
that  when  all  allowances  were  made  the  building  would 
necessitate  an  increase  in  fixed  assets  of  at  least  twice 
as  much  as  had  been  originally  planned  for. 

Hence,  after  the  sale  of  the  preferred  stock,  instead 
of  having  an  increased  amount  of  working  capital  the 
company  was  forced  to  draw  on  its  former  cash  balance 
to  the  extent  of  $50,000  for  building  purposes,  as  well 
as  to  use  some  of  its  bank  borrowings  for  the  same 
purpose.  The  net  earnings  expected  during  the  year 
did  not  materialize.  There  was  an  inventory  shrinkage 
of  about  $45,000,  and  during,  the  last  two  months  of 
the  year  an  actual  loss  in  operation  of  $30,000  was 
incurred.  The  volume  of  sales  for  the  year  had  dropped 
considerably  below  the  volume  for  the  preceding  year, 
and  the  surplus  resulting  from  many  years  of  con- 
servative management  was  largely  wiped  out. 

The  first  of  the  year  1921  saw  the  company  in  its\ 
new  quarters.  By  this  time  it  was  realized  that  in 
order  to  break  even,  with  its  new  plant,  the  company 
would  need  gross  sales  of  at  least  $1,500,000.  Yet 
not  only  had  prices  now  fallen  greatly,  but  the  demand 
which  had  the  year  before  been  thought  permanent 
seemed  to  grow  constantly  less.  During  the  first 
five  months  of  1921  there  was  an  actual  loss  in  operation 
of  $150,000.  It  appears  that  this  loss  will  continue 
until  the  autumn,  after  which  time,  with  reasonable 
luck,  an  even  break  may  be  expected  until  January.  It 
is  very  probable  that  the  volume  of  sales  for  the  year 
will  not  exceed  $750,000.  In  the  meantime,  the  com- 
pany owns  a  very  superior  plant,  has  no  fear  of  rent 
increases,  and  has  a  good  deal  of  extra  space  which 
might  profitably  be  leased. 

Questions 

1.  What  are  the  chief  lessons  to  be  derived  from  this 
episode? 

2.  What  steps  should  you  advise  the  company  to 
take  in  order  to  improve  its  financial  position? 
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Pboblem  33 

How  Fast  is  it  Safe  for  a  Business  to  Grow? 

The  Standard  Parts  Company  is  a  manufacturer 
of  various  automobile  and  vehicle  accessories.  Its  prod- 
ucts are  also  used  by  many  other  industries,  including 
manufacturers  of  metal  furniture,  machine  tools,  metal 
beds,  electrical  appliances,  go-carts,  chandeliers,  and 
the  like.  According  to  the  published  balance  sheets, 
the  assets  of  this  company  increased  more  than  50 
per  cent  in  the  last  six  months  of  the  year  1917.  This 
increase  is  indicated  as  follows : 


General  Balance  Sheet  of  Standard  Parts  Co. 


Assets — 


Dec.  31, 
1917 


Property  account $9,430,723 

Sundry  securities  owned,  etc 142,548 

Patents  and  licenses.          1,317,813 

Goodwill,  contracts,  etc 3,110,972 


May  31, 

1917 
$9,960,618 
47,356 


Marketable  securities. 
Other    permanent    investments, 
stocks  of  other  companies,  etc. 

Inventories 

Accounts  receivable . 

Cash 

Notes  receivable 

Deferred  assets 


134,284 


Liabilities — 

Common  stock 

Preferred  stock 

Notes  payable 

Patent  liability 

Accrued   payrolls,   taxes  and  divi- 
dends   

Accounts  payable 

Depreciation  and  reserves .... 

Capital  surplus 

Appropriated  surplus,.    

Profit  and  loss 


2,179,855 

2,110,467 

6,300,518 

3,741,769 

2,212,017 

1,125,309 

1,043,059 

194,405 

106,134 

74,653 

172,726 

68,339 

$26,150,649 

$17,322,916 

$13,112,599 

$8,661,800 

6,798,700 

5,551,800 

2,245,783 

272,610 

178,200 

286,870 

180,323 

943,864 

736,814 

447,568 

1,207,214 

10,000 

750,000 

.  1,377,065 

712,355 

$26,150,649 

$17,322,916 
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In  January,  1918,  the  president  of  the  Standard  Parts 
Company  wrote  as  follows  on  the  subject  of  "Making  a 

Small  Business  Big" :      (System,  January  1918,  p.  21  ff.) 

"I  entered  business  eleven  years  ago  with  a  cash 
capital  of  $100,  and  $55  of  this  was  spent  for  lawyers' 
and  incorporation  fees;  we  began  making  automobile 
springs  in  an  abandoned  smithy.  Today  we  have  a 
$35,000,000  corporation  owning  and  operating  thir- 
teen plants.  Why  and  how  did  we  grow  so  quickly? 
Is  there  anything  supernatural  in  the  transit  from 
single  dollars  to  millions? 

"The  difference  between  big  business  and  little 
business  is  largely  one  of  vision.  The  bars  to  success 
are  commonly  self-made." 

He  sums  up  under  the  following  heads  the  principles 
which  seem  to  him  most  significant  in  connection 
with  the  growth  from  a  small  to  a  large  business : 

"I.  Business  secrets  are  of  the  past;  the  corporation 
taking  a  vote  on  an  action  that  could  not  be  spread 
broadcast  is  ill-managed,  for  good  management  con- 
notes fair,  open  dealing. 

"II.  The  fellow  who  has  a  little  business  calls  himself 
a  small  business  man,  wants  to  know  only  about  other 
small  business  men,  and  dismisses  the  lessons  from 
larger  affairs  with  the  remark,  'That's  all  right  for 
him — he's  a  big  fellow,  but  it  won't  do  for  me,'  is  the 
man  destined  for  petty  concerns. 

"III.  Some  men  think  that  I  am  too  willing  to  try 
out  something  new,  and  I  have  been  severely  criticized 
at  times  for  making  expenditures  for  the  future,  but 
I  will,  as  a  fundamental  principle,  spend  any  amount 
within  reason  in  the  prospect  of  shortening  the  work 
and  thus  saving  in  the  end. 

"IV.  Striving  for  cheapness  at  the  expense  of  quality 
is  an  earmark  of  little  business.  Nothing  need  to  be 
'put  across'  on  other  than  its  merit  in  the  concern  which 
has  a  through  ticket  for  the  larger  affairs. 
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"V.  Money  is  a  business  tool — and  nothing  more. 
Translate  money  into  terms  of  what  it  will  buy  and 
you  have  the  real  rule  for  figuring  its  worth. 

"VI.  I  thought  for  some  years  that  everything  had 
to  pass  over  my  desk.  I  worked  in  the  office  until 
eight  or  nine  o'clock  in  the  evening  and  reached  home 
dog  tired.  It  was  only  gradually  that  I  learned  that 
the  business  was  not  bound  up  in  me  and  that  others 
could  take  over  certain  responsibilities." 

The  subsequent  history  of  this  concern  may  be  briefly 
summarized  as  follows.  In  the  latter  part  of  1919, 
there  were  rumors  that  the  Standard  Parts  Company 
was  not  being  well  managed,  that  its  cost  accounting 
system  was  inadequate,  that  it  had  been  trying  to  carry 
on  too  large  a  business  for  its  capital,  and  many 
goods  were  being  sold  at  a  loss.  Its  credit  with  the 
banks  was  very  seriously  impaired. 

In  a  signed  statement  under  date  of  December  31, 
1919,  the  president  of  the  company  having  stated  that 
in  some  of  their  operations  they  were  losing  money, 
and  having  attributed  the  loss  partly  to  the  post-war 
competition,  and  partly  to  the  shortage  of  working  cap- 
ital over  a  period  of  years,  said : 

"The  president  assumes  full  responsibility  for  the 
management  of  the  business,  and  any  failure  must  be 
charged  to  him." 

On  February  16,  1920,  the  management  accordingly 
changed  hands.  It  was  found  that  the  operating  loss 
for  the  year  1919  had  been  $1,611,349,.  which  had  been 
increased  to  $2,444,238  as  a  result  of  the  payment  of 
unearned  dividends. 

In  spite  of  the  change  of  management,  a  receiver 
was  appointed  for  this  company  on  September  4,  1920. 

After  numerous  attempts  at  reorganization,  the  fol- 
lowing notice  appeared  on  April  14,  1921: 

"On  April  12,  1921,  the  creditors  of  the  Standard 
Parts  Company  approved  a  reorganization  plan  pro- 
viding for  a  new  company  to  have  $1,000,000  preferred 
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stock,  par  $100,  and  125,000  shares  no  par  common 
stock,  and  $6,500,000  mortgage  notes  maturing  Janu- 
ary 1,  1924.  The  old  stockholders  will  have  the  right 
to  purchase  new  notes  and  common  stock  within 
ninety  days  of  this  offer." 

On  June  17,  1921,  the  following  statement  was  made: 

"On  June  15,  1921,  the  stockholders  of  the  Standard 
Parts  Company  voted  down  the  plan  of  reorganization 
proposed  by  the  creditors.  Both  preferred  and  com- 
mon stockholders  agreed  to  hold  out  for  an  extension 
of  the  receivership  until  the  depression  ends." 

Questions 

1.  Was  the  launching  of  this  enterprise  financially 
justified? 

2.  Do  you  agree  with  the  "principles"  of  growth  laid 
down  by  the  president  of  the  Standard  Parts  Company? 

3.  From  the  facts  given  regarding  this  company's 
career  up  to  1918,  should  you  have  expected  it  to  con- 
tinue to  be  a  financial  success? 

4.  What  are  your  own  theories  regarding  the  financial 
policy  of  this  corporation? 

5.  How  fast  is  it  safe  for  a  business  to  grow? 

(References:  System,  August,  1921,  p.  145  ff.;  System,  October, 
1921  (Wrigley);    American  Magazine,  November,  1921  (Fuller  Brush). 


Problem  34 
Financing  the  Expansion  and  the  Contraction 

The  following  statement  was  made  in  July,  1920: 

"The  scramble  of  corporations  doing  a  large  volume 
of  business  on  borrowed  money,  to  get  in  out  of  the 
wet,  as  the  banks  gradually  curtailed  credit  accommo- 
dations in  the  last  six  months,  is  reflected  in  the  tre- 
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mendous  volume  of  the  new  financing  which  has  been 
done  in  that  period.  These  corporations  have  tried 
two  methods  of  making  themselves  secure  against  a 
calling  in  of  their  bank  loans  at  maturity.  They  have 
invited  more  partners  into  the  concern,  or  have  bor- 
rowed money  from  investors  for  long-term  periods. 

"During  the  first  six  months  of  1920,  corporate  finan- 
cing broke  all  records,  as  to  number  of  new  securities 
and  amounts.  The  aggregate  reached  $2,117,066,470, 
against  $1,124,475,325  in  the  same  period  of  1919.  In 
the  full  year  of  1919,  new  financing  aggregated  $2,944,- 
988,000,  the  record  figure  up  to  that  time.  Financing 
may  drop  off  considerably  during  the  balance  of  the 
year  and  yet  set  up  a  new  record  for  twelve  months. 

"A  feature  of  this  year  is  the  comparatively  small 
amount  used  for  refunding,  6.4  per  cent  against  21,.8 
per  cent  in  the  first  six  months  of  1919. 

"The  largest  part  of  new  money  this  year  was  for 
expansion  of  industrial  corporations,  principally  oil  and 
motor  industries.  Considerable  financing  was  also 
necessary  to  obtain  additional  working  capital  by  reason 
of  high  prices  of  raw  material  and  other  commodities." 

The  new  financing  for  1920  is  said  to  have  reached 
an  aggregate  of  $3,322,264,000,  of  which  nearly  $2,400,- 
000,000  was  by  industrial  concerns. 

During  the  first  four  months  of  1921,  the  total 
amount  of  corporate  financing  reported  is  $1,040,547,-' 
000.  Of  this  amount,  about  35  per  cent  is  said  to 
have  been  for  refunding  purposes,  much  of  which  was 
a  forced  refunding  brought  about  by  the  protective 
provisions  of  earlier  security  issues  which  required  a 
definite  minimum  ratio  of  net  quick  assets  or  the  like. 
The  balance  of  the  financing,  while  stated  to  be  for 
"new  capital,"  was  almost  solely  emergency  financing 
with  a  view  to  securing  additional  working  capital 
needed  to  maintain  the  current  position  or  to  pay  off 
mercantile  and  bank  creditors  during  the  period  of 
inventory  shrinkage,  order  cancelations,  and  general 
business  depression. 
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Question 
What  significant  relations  exist  between  the  financing 
of  1919-1920  and  the  financing  of  1921? 


E.    FINANCING  MORE  OR  LESS  DOUBTFUL 
UNDERTAKINGS 

Problem  35 
Floating  a  New  Automobile  Company  in  1920 

In  1920  the  Pan  Motor  Company,  a  Minnesota 
corporation,  sold  stock  to  some  54,000  persons,  from 
whom  the  promoters  received  the  aggregate  sum  of 
$4,723,811.  Of  this  amount  nearly  $1,200,000  was  paid 
to  salesmen  in  commissions.  Over  $650,000  was  re- 
tained by  the  boss  promoter  for  his  services  as  fiscal 
agent,  and  over  $500,000  went  for  advertising  and  other 
expenses,  so  that  nearly  one-half  the  receipts  were 
absorbed  in  getting  the  money. 

Questions 

1.  What  do  you  expect  the  future  of  this  company 
to  be? 

2.  Would  your  answer  be  different  if  the  company 
had  been  launched  in  1910? 

3.  Taking  the  long-run  point  of  view,  how  do  you 
think  an  automobile  company  should  be  financed? 
Give  your  reasons  clearly. 

4.  Do  you  think  it  desirable  for  the  common  stock 
of  an  automobile  concern  to  be  widely  distributed? 
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Problem  36 
Financing  a  Fruit  Company  in  an  Unusual  Manner 

The Fruit  Company  was  formed  in  1916 

with  none  but  doctors  for  common  stockholders.  The 
scheme  provided  as  follows: 

The  doctors,  who  purchased  common  stock,  were  to 
prescribe  for  their  patients   only  the  kind    of   fruit 

handled  by  the Fruit   Company,    which   it 

was  intended  would  be  of  superior  quality,  raised 
in  the  company's  orchards,  and  kept  in  their  own 
storage  plant.  It  was  assumed  that  because  of  the 
stockholders'  personal  interest  the  sales  of  the  com- 
pany would  be  excellent. 

Common  stock'  of  no  par  value  to  the  extent  of 
10,000  shares  was  taken  by  several  hundred  physicians, 
the  amount  paid  being  in  most  cases  very  little.  The 
promoters,  one  broker  and  two  physicians,  issued  to 
themselves  the  major  part  of  the  stock  as  a  reward 
for  their  services.  In  order  to  raise  the  additional  capi- 
tal needed  to  start  operations  on  a  small  scale,  an 
attempt  was  made  to  sell  7  per  cent  sinking  fund,  ten- 
year  gold  notes  to  the  extent  of  $200,000. 

Questions 

1.  Should  this  company  have  been  launched? 

2.  Is  the  common  stock  plan  a  good  one? 

3.  Would  it  have  been  better  to  sell  common  stock 
to  the  patients. 

4.  Why  did  the  promoters  not  sell  preferred  stock? 

5.  Would  you  be  willing  to  invest  in  the  company's 
debentures? 

6.  What  do  you  expect  the  outcome  of  this  propo- 
sition to  be? 

7.  Does  the  date  of  the  formation  of  the  company 
in  any  way  affect  your  answers? 
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Problem  37  » 

Financing  an  Automobile  Finance  Cokporatio^t 

The  following  words  of  praise  regarding  the  G.  Com- 
pany appeared,  in  1920,  in  a  New  England  paper: 

The  question  arises  why  a  concern  which  has  been 
in  existence  not  over  three  years  has  risen  to  such  a 
pinnacle  of  success  as  the  G.  Company. 

Why  is  it  that  this  company,  starting  with  a  smaU 
office  on  State  Street  three  years  ago,  has  grown  to  the 
proportions  which  it  now  takes,  in  115  branch  offices 
throughout  the  principal  cities  of  the  East,  employing 
upwards  of  two  thousand  men  and  women. 


If  you  will  investigate,  you  will  find  the  answer  to  the 
question,  why  the  company  has  been  so  successful. 

The  G.  idea  is  founded  on  the  principle  that  the  in- 
vestor is  entitled  to  more  than  the  rental  value  of  his 
money.     He  is  entitled  to  the  full  earning  power  of  his 

savings. 

******** 

These  savings  represent  the  difference  between  the 
amount  produced  and  the  amount  consumed.  These 
savings  are  represented  in  our  railroads,  in  our  general 
business  of  supplying  the  necessities  and  comforts  of 
life. 

On  the  other  hand,  if  you  look  at  the  increase  of  the 
annual  wealth,  extended  over  a  period  of  fifty  years,  you 
will  find  a  disproportionate  distribution  of  the  annual 
investment  due  to  the  production  that  was  made  possible 
by  the  savings  of  the  people.  If  you  analyze  the 
causes  of  the  situation,  it  is  found  that  the  methods 
of  financing  that  have  been  indulged  in  during  this 
period  of  progress  have  worked  against  the  small 
.  investor. 

Mr.  G.  saw  in  the  commercial  banking  field,  and 
especially  in  the  field  of  funding  or  loaning  on  auto- 
mobile paper,  an  opportunity  that  would  provide  a 
business  that  would  be  profitable  and  at  the  same  time 
as  safe  as  human  ingenuity  can  make  an  investment. 


It  is,  therefore,  this  appeal  to  sound,  common  sense, 
based  upon  work  in  a  field  that  has  proven  profitable, 
that  forms  the  basis  of  the  success. 
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Author's  explanaiions:  When  the  G  Company  and  its 
subsidiaries  and  imitators  were  endea-\'oring  to  sell 
stock  to  small  savers  in  order  to  begin  the  business, 
they  stressed  particularly  the  fact  that  the  banks  had 
heretofore  been  making  all  the  money;  that  they  had 
taken  in  the  savings  of  the  people  at  the  low  rate  of 
4  per  cent  and  had  used  and  reinvested  the  money  in 
such  ways  as  to  make  20  per  cent — 30  per  cent — 50 
per  cent — yes,  and  100  per  cent  or  more  on  the'r  capital. 
To  lend  further  support  to  this  argument,  it  was 
stated  that  the  Federal  Reserve  Bank  of  New  York 
City  had  during  the  last  year  made  more  than  100 
per  cent  on  its  capital. — This  happened  to  be  true. 

In  this  connection,  the  following  explanations 
regarding  so-called  "Automobile  Finance  Corpora- 
tions," and  the  like,  should  be  borne  in  mind: 

"The  reasons  for  the  development  of  the  automobile 
bank  are  inherent  in  the  nature  of  the  distribution  end  of  the 
automobile  business.  The  automobile,  despite  the  current 
assertions  that  it  is  a  necessity,  has  always  been  looked  upon 
by  the  commercial  bankers  as  in  a  different  class  from  staple 
products — as  involving  relatively  large  risks.  Automobile 
dealers,  as  distinguished  from  the  manufacturers,  commonly 
have  relatively  small  resources;  they  buy  cars  largely  on 
credit  and  in  turn  sell  them  largely  on  credit.  It  has  been 
estimated,  indeed,  that  65  per  cent  of  the  passenger  cars  and 
90  per  cent  of  the  trucks  are  sold  on  time.  Since  the  auto- 
mobile is  ordinarily  in  the  nature  of  a  luxury,  it  quickly 
becomes  a  drug  on  the  market  in  a  period  of  business  depres- 
sion, and  since  second-hand  cars  are  subject  to  a  very  heavy 
depreciation,  commercial  banks  have  not  been  willing  to 
extend  credit  to  automobile  dealers  in  proportion  to  their 
requirements  in  periods  of  rapid  expansion.  Hence  the 
necessity  of  and  the  opportunity  for  the  automobile  banker. 

"The  work  of  the  automobile  bank  is  similar  to  that  of 
commercial  paper  houses  and  discount  companies.  It  is 
something  more  than  a  broker  in  that  it  advances  the  funds 
to  borrowers,  and  it  is  something  less  than  a  bank  in  that 
as  a  rule  it  promptly  shifts  to  the  regular  banks  the  burden 
of  carrying  the  loan.  While  similar  to  the  institutions 
already  described,  it  has  nevertheless  evolved  certain  dis- 
tinct financial  methods. 

"There  are  two  types  of  automobile  financing  operations  to 
be  described.    First,  certain  large  credit  companies  extend 
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what  may  be  called  wholesome  credit  to  automobile  dealers; 
second,  there  are  many  smaller  financing  corporations  which 
specialize  in  the  making  of  retail  loans  secured  by  the 
instalment  notes  of  the  ultimate  purchasers  of  cars. 

"1.  The  Wholesale  Plan — The  financing  conducted 
under  the  first  plan  is  designed  to  enable  the  dealer  to  secure 
the  funds  with  which  to  pay  the  manufacturer  for  the  cars 
without  waiting  for  their  sale  to,  or  at  least  without  waiting\ 
for  final  payments  from,  customers.  In  a  sense  they  are 
therefore  financing  the  manufacturers  themselves.  The  loans 
are  made  to  the  automobile  dealer,  who  gives  his  promissory 
note  to  the  automobile  bank,  together  with  chattel  mortgages 
on  the  cars  in  his  possession.  It  should  be  stated,  however, 
that  it  is  only  in  certain  states  that  we  find  the  chattel 
mortgage.  In  some  states  a  trust  receipt  is  used,  and  in 
still  others  a  conditional  sale  agreement  is  employed,  the 
particular  type  being  determined  by  the  varying  laws  of 
different  states. 

"While  each  particular  loan  is  in  fact  secured  by  a  chattel 
mortgage  on  a  particular  car,  the  main  reliance  is  nevertheless 
placed  upon  the  dealer's  general  responsibility.  Loans 
made  to  dealers  in  this  way  commonly  run  for  two  or  three 
months.  While  the  loans  are  made  to  the  dealer,  it  should 
be  added,  however,  that  where  cars  are  held  in  storage,  it 
is  customary  for  the  manufacturer  to  guarantee  the  payment 
of  the  loan.  Thus,  the  automobile  bank  often  has  two- 
name  paper.  Such  companies  derive  their  profits  from  a 
gross  'service  charge.' 

"2.  The  Retail  Plan — -A  concrete  illustration  of  the 
practice  followed  by  a  particular  discount  company  will 
indicate  the  difference  between  this  method  of  financing  and 
that  which  we  have  just  described.  Let  us  assume  that  a 
dealer  has  sold  a  car  valued  at  $6,000  and  has  received  $1,000 
down  and  for  the  remainder  instalment  notes  of  $500 
each,  payable  monthly.  A  chattel  mortgage  is  also  given 
by  the  purchaser.  The  dealer  borrows  $4,000  from  the 
automobile  banker,  putting  up  the  $5,000  in  instalment  notes 
as  collateral  security.  The  dealer  usually  guarantees  the 
payment  of  such  notes.  The  bank  loan  is  typically,  as  in 
this  case,  80  per  cent  of  the  value  of  the  notes  offered  as 
collateral  security.  Since  the  purchaser's  notes  are  paid 
in  monthly  instalments,  the  dealer  is  required  to  pay  his 
loan  to  the  automobile  bank  in  monthly  instalments. 

"It  is  the  common  practise  with  these  smaller  companies 
to  discount  the  dealer's  notes,  usually  at  5  per  cent.  And 
since  the  notes  usually  bear  interest  at  7  or  8  per  cent,  the 
company  always  secures  5  per  cent  on  the  face  of  the  note, 
plus  7  per  cent  interest  on  that  portion  of  the  loan  which  it 
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finances  out  of  its  own  resources.  Moreover,  since  the 
company  can  usually  borrow  from  the  commercial  banks  on 
its  own  note,  secured  by  the  instalment  notes  received  from 
dealers  as  collateral,  at  a  rate  lower  than  that  which  the 
notes  themselves  bear,  it  will  be  seen  that  some  additional 
profit  is  thus  procured.  It  will  be  apparent,  however,  that 
it  is  the  5  per  cent  discount  that  constitutes  the  main  source 
of  income. 

"The  extent  of  the  gross  profits  that  may  be  obtained, 
therefore,  depends  largely  upon  the  volume  of  loa,ns  that  can 
be  made.  Since  the  dealer  is  required  to  pay  his  loan  to  the 
automobile  bank  in  monthly  instalments,  this  bank  is  in 
fact  in  a  position  at  the  end  of  each  month  to  make  a  new 
loan  of  several  thousand  dollars,  on  the  basis  of  the  instal- 
ment receipts,  borrowing  as  before  80  per  cent  of  the  amount 
from  a  commercial  bank,  on  the  collateral  security  of  the 
new  dealer's  note  and  chattel  mortgage.  These  monthly  pay- 
ments, it  will  be  observed,  will  prove  cumulative  as  addi- 
tional loans  are  extended,  each  of  which  calls  for  monthly 
payments.  In  fact,  by  virtue  of  its  ability  to  borrow  from 
the  commercial  banks,  a  company  is  in  a  position  rapidly 
to  pyramid  the  volume  of  its  business.  It  is  commonly 
believed  that  loans  may  safely  be  made  to  eight  or  ten 
times  of  the  company's  capital. 

"The  funds  employed  by  automobile  banks  are  procured  in 
a  variety  of  ways.  First,  they  may  borrow  from  the  com- 
mercial bank  or  through  commercial  paper  houses,  on  their 
single-name  promissory  notes,  without  other  security. 
Second,  they  may  borrow  from  commercial  banks  on  their 
promissory  notes,  secured  by  the  instalment  notes  of  the 
purchasers  of  cars.  The  officers  of  the  credit  company  also 
frequently  endorse  the  notes.  Third,  they  may  raise  the 
funds  by  selhng  the  company's  unsecured  debenture  bonds 
in  the  investment  market.  This  method  is  apparently  not 
very  commonly  employed.  Finally,  they  may  secure  the 
money  by  selling  in  the  investment  market  collateral  trust 
notes  or  bonds." 

(Moulton,  Journal  of  Political  Economy,  Dec,  1920,  pp.  833-837. 

Questions 

1.  Analyze,  critically,  the  methods  of  securing 
capital  used  by  the  G.  Company. 

2.  Do  you  think  such  financing  was  justifiable  in 
1919? 

3.  Prom  the  general  social  point  of  view,  are  such 
companies  necessary?     Desirable? 


122  PROBLEMS  IN  BUSINESS  FINANCE 

4.  How,  if  at  all,  shculd  you  expect  the  future  finan- 
cial experience  of  concerns  like  this  to  difTer  from  their 
past  history?     Why? 


Problem  38 
Public  Financing  of  a  New  "Private"  Banking  House 

Early  in  1921  the  following  notice  appeared  in  a 
widely  read  eastern  newspaper: 

-17%- 

The  yield  in  Cash  and  Participations  at  par  for 
1920  was  the  above. 

The  C.  N.  Company  Debentures. 
Price  $115  per  Share. 

Apply  to  your  own  bank  or  broker,  or  write  to 
us  direct. 

The         ....         Company,  Inc. 
Boston,  Mass. 

In  reply  to  an  inquiry  regarding  this  advertisement, 
the  "investment"  company  which  was  responsible  for 
the  notice  replied  as  follows : 

When  you  have  carefuUj^  read  and  digested  the  contents 
of  the  enclosed  folder,  and  perhaps  discussed  it  with  your 
banker,  we  think  it  will  be  apparent  to  you  why  the  C.  N. 
Company  debentures  are  recognized  as  being  an  extremely 
safe  investment  with  a  decidedly  attractive  earning  power. 

We  would  call  your  attention  to  the  fact  that  this  security 
embodies  all  the  strength  of  a  well-felected,  diversified 
group  investment. 
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The  following  information  derived  from  the  pros- 
pectus material  enclosed  will  be  instructive: 

The  Business  op  the  C.  N.  Corporation 
The  C.  N.  Corporation  aims  to  keep  in  touch  with  manu- 
facturers in  many  hnes  of  business  in  many  parts  of  the 
country.  It  invites  them  to  submit  their  needs  for  money 
to  be  used  in  their  enterprises.  The  facts  in  each  case  are 
reviewed  by  the  Executive  Committee,  composed  of  three 
officers  of  the  Company.  If  these  facts  are  not  inviting,  the 
matter  is  dropped.  If  the  facts  warrant  further  investigation 
the  Executive  Committee  asks  for  an  auditor's  report  by  an 
outside  auditing  company  and  obtains  from  the  real  estate 
board  in  the  manufacturer's  locahty  or  from  some  well- 
known  appraisal  company,  an  official  appraisal  of  the  com- 
pany's physical  propertj'.  The  proposition  then  goes  before 
the  Board  of  Directors,  which  passes  final  judgment  on  the 
subject  before  an  investment  in  an  enterprise  is  made  or  an 
underwriting  undertaken. 

As  the  investment  is  made  or  the  sale  of  a  manufacturing 
company's  stock  is  undertaken  and  developed,  the  C.  N. 
Corporation  binds  itself  more  and  more  closely  into  that 
business  through  representation  upon  the  company's  Board 
of  Directors,  its  Executive  Committee  and  Finance  Com- 
mittee, and  through  the  acknowledged  right  of  audit  and 
inspection  of  such  company's  books  and  property  at  any 
time  without  notice,  together  with  an  agreement  for  the 
Fiscal  Agency  for  the  financed  company  for  a  period  of 
years,  usually  not  less  than  five.  In  consequence  of  these 
stipulations  the  C.  N.  is  always  in  a  position  to  know  all  the 
details  in  reference  to  the  business  of  the  companies  it 
finances.  Therefore,  the  interest  in  the  corporation  does  not 
cease  when  an  underwriting  has  been  completed,  but  this 
control  and  supervision  follows  through  the  administration 
of  the  funds  provided — to  the  very  end — and  it  will  keep  a 
constant  watch  on  the  way  in  which  such  company's  business 
is  developed. 

Such  a  pohcy,  steadfastly  followed,  goes  as  far  as  humanly 
possible  towards  safeguarding  the  constantly  increasing 
investments  of  the  pubhc  in  C.  N.  Debentures,  and  from  the 
growth  the  Corporation  has  had  it  bids  fair  to  become  in 
due  time  a  national  institution  of  considerable  importance. 

The  Sources  of  Profit 
The  C.  N.  Corporation  has  several   sources   of   profit, 
chief  among  which  are  the  following: 

First — Through  the  financing  of  sound,  industrial  enter- 
prises— buying  or  underwriting  of  the  preferred  stocks  at  a 
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certain  figure,  usually  accompanied  by  a  substantial  bonus 
of  the  common  stock,  which  is  held  in  the  treasury  of  the 
C.  N.  C.  N.,  as  it  appears  advisable,  either  holds  in  its 
treasury  for  revenue  or  in  due  time  sells  the  Preferred  Stocks 
at  a  higher  figure.  The  net  profit  is  usually  at  least  5  per 
cent  on  each  transaction  on  the  preferred  stock  alone,  and 
the  annual  profit  from  this  source  depends  only  on  the 
number  of  operations  that  can  be  successfully  handled.  For 
instance,  ten  underwritings  per  annum  of,  say,  $250,000 
each,  at  a  profit  of  no  more  than  5  per  cent,  represent  a 
turnover  of  two  and  a  half  million,  yielding  $125,000  in 
CASH  PROFIT  ALONE,  enough  to  pay  the  guaranteed  dividend 
on  the  total  authorized  Debentures  more  than  two  and  a 
half  times. 

Second — The  profit  in  common  stock  acquired  as  a 
bonus — which  is  seldom  less  than  10  per  cent,  and  fre- 
quently more.  Therefore,  the  C.  N.,  in  addition  to  the 
above  cash  profit,  would  also  have  in  its  treasury  at  least 
$250,000  of  the  Common  Stock  of  the  companies  it  had 
financed.  The  acquisition  of  this  bonus  of  stock  permits,  from 
time  to  time,  the  declaration  of  very  attractive  stock  dividends. 

Third — The  sales  organization  of  the  C.  N.,  through 
which  it  sells  its  Debentures  and  the  various  preferred 
stocks,  comprises  the  wholesale  investment  security  house 
of  Blank  &  Company,  Inc.,  its  Fiscal  Agents,  in  which  it 
owns  all  but  three  incorporators'  shares.  Blank  &  Company, 
Inc.,  in  turn,  own  or  control  an  increasing  number  of  retail 
investment  security  houses  in  various  other  cities.  These 
houses  function  in  a  capacity  similar  to  branch  offices,  but 
in  this  way  C.  N.  shares  in  their  profits,  and  its  overhead  is 
decidedly  reduced  since  they  are  officered  by  men  of  strong 
local  reputation,  and  transact  business  under  their  own  names 
and  their  own  responsibility. 

Fourth — C.  N.  plans,  through  its  affiliated  houses,  to 
conduct  a  regular  commercial  paper  business,  making  tem- 
porary loans  to  companies  in  which  it  is  interested,  taking 
their  paper  therefor  and  placing  it  with  banks  in  the  usual 
manner.  This  in  itself  is  a  staple  and  profitable  business 
and  has  its  place  in  the  C.  N.  service  to  business  concerns. 

Fifth — The  Corporation  acts  as  Registrar  and  Trans- 
fer Agent.  The  average  fee  for  acting  in  this  capacity 
is  $600  per  annum  for  the  registration,  transfer  or  issue  of 
500  certificates,  any  amount  in  excess  thereof  being  paid  for 
at  the  rate  of  15c  per  certificate.  This  phase  of  the  busi- 
ness entails  practically  no  additional  expense  and  is,  there- 
fore, almost  entirely  clear  profit. 
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Sixth — The  salaries  of  -the  executives  are  limited,  and 
the  lives  of  the  President  and  Vice-President,  the  two  most 
active  heads  of  the  business,  are  insured  to  the  corporation 
to  the  extent  of  $50,000  each.  The  Treasurer  of  the  Cor- 
poration functions  under  a  bond  of  $100,000  and  great  care 
was  taken  in  drawing  its  Charter  and  By-Laws  by  one  of 

the  most  prominent  law  firms  of  the  country,  Messrs 

& ,  to   protect   the   interests   of   the   Debenture 

holders  in  every  possible  way  through  its  profits  from  ah 
sources,  as  well  as  its  investments  and  assets  of  every  nature 

The  Partnership  Possibilities  of  Debenture  Holders 
It  is  seldom,  as  a  holder  of  Preferred  Stock  in  any  cor- 
poration, you  have  the  chance  to  participate  hke  a  partner 
in  the  profits  above  the  fixed  dividend  rate  on  your  stock. 
More  rarely  still  do  you  have  a  chance  for  such  participation 
in  an  investment  banking  institution  such  as  the  C.  N. 
Corporation. 

You  Now  Have  a  Many-Fold  Opportunity 

IN  C.  N.  Debentures 

First — The  opportunity  of  securing  through  the   ONE 

investment  the  automatic  diversification  of  your  money  into 

many  lines  of  business,  each  under  the  watchful  eye  of  the 

C.  N.  Corporation,  an  investment  banking  institution. 

Second — Participation  like  a  partner  in  the  profits  and 
opportunities  of  the  business  over  and  above  the  fixed 
dividend  on  your  Debenture — for  instance: 

Suppose  you  put  $100,  $500,  $1,000,  $5,000,  or  the  most 
that  any  one  man  can  invest  in  C.  N.,  namely,  $10,000 — 
into  these  Debentures,  what  do  you  get? 

First,  you  get  the  security  of  diversification — your  money 
goes,  say,  partly  into  a  stove  business,  partly  into  a  bread 
business,  partly  into  a  foundry,  partly  into  a  chain  store 
system,  partly  into  a  typewriter  factory,  partly  into  an  add- 
ing machine  factory,  partly  into  a  shoe  factory,  and  so  on, 
all  of  which  are  under  the  careful  watch  of  the  C.  N.  to 
produce  as  much  revenue  as  possible. 

Second,  all  of  the  assets  of  the  C.  N.  Corporation  of  every 
kind  ivhatsoever  are  back  of  your  Debentures  before  anything 
is  applied  at  ah  to  the  Common  Stock  of  the  C.  N. 

Third,  every  year  C.  N.  must  pay  7%  cash  return  on  your 
money  before  the  Common  Stock  can  receive  a  penny. 

Fourth,  after  $7.00  has  been  paid  pn  each  of  your  Deben- 
tures and  $10.00  a  share  has  been  paid  on  the  Common 
Stock,  you  receive  dollar  for  dollar,  share  for  share  with  the 
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Common  Stock  in  additional  cash  dividends  declared  by  the 
Corporation. 

Fifth,  from  time  to  time  you  receive  special  participations 
in  the  way  of  distributions  of  stoclcs  from  the  treasury 
of  the  C.  N.,  accumulated  through  its  financing  operations. 
Such  special  participations  have  equaled  10%  in  par  value 
over  and  above  the  cash  diAadends.  It  is  not  expected  that 
they  will  be  less,  but  rather,  in  line  with  treating  Deben- 
ture holders  as  much  like  partners  as  possible,  such  partici- 
pations are  apt  to  be  more  generous  as  time  goes  on. 

Sixth,  when  the  preferred  stocks  of  companies  financed  are 
put  on  the  market,  you  are  entitled  to  a  discount  from  the  price 
in  advance  of  public  offering. 

Seventh,  in  order  that  you  as  a  Debenture  holder  may 
always  be  informed  of  the  status  of  your  Company  a  business 
statement  is  furnished  you  by  the  Treasurer  every  60  days. 
This  statement  shows  you  how  and  where  the  business 
stands.  Most  concerns  issue  statements  annually,  some 
semi-annually,  but  so  far  as  we  know,  this  is  the  only  in- 
stitution that  issues  a  statement  every  60  days.  Through 
these  statements,  you  are  kept  constantly  informed  of  the 
progress  of  the  business  in  which  you  are  a  Debenture 
holder  and  partner. 

Furthermore,  as  a  Debenture  holder,  you  are  entitled 
to  the  same  voting  privileges  as  held  by  the  Common  Stock 
of  the  Corporation,  which  is  one  vote  at  all  meetings  of  the 
stockholders  for  each  Debenture  held.  This  assures  you  a 
voice  in  the  administration  of  C.  N.  affairs — a  voice  that  in 
the  majority  of  companies  is  denied  the  holders  of  anything 
other  than  the  Common  Stock. 

The  Human  Element 

The  average  corporation  is  apt  to  be  a  cold  proposition. 
With  the  C.  N.  every  effort  is  made  towards  the  other  ex- 
treme. The  policy  of  your  officers  and  directors  to  humanize 
the  C.  N.  to  the  greatest  possible  extent  has  met  the  approval 
of  Debenture  holders  everywhere.  Your  officers  alternate 
in  visiting  all  localities  where  there  is  a  sufficient  number 
of  Debenture  holders  to  gather  in  a  meeting  to  hear  personally 
and  informally  about  the  progress  and  plans  of  the  C.  N. 
business.  These  meetings  also  offer  the  opportunity  of 
acquaintance  and  fellowship  with  each  other,  and  as 
Debenture  holders  in  every  community  are  substantial 
men,  this  is  an  opportunity  highly  appreciated. 

In  localities  where  there  are  fifty  or  more  Debenture 
holders  this  meeting  takes  the  form  of  a  quarterly  or  semi- 
annual dinner,  at  which  not  only  the  officers,  but  some  or  all 
of  the  Board  of  Directors  endeavor  to  be  present. 


FINANCING  DOUBTFUL  ENTERPRISES      127 

This  program  of  humanizing  the  Corporation  has  been 
adopted  advisedly  in  the  behef  that  the  soundest  foundation 
of  any  institution  or  organization  lies  in  the  complete  under- 
standing and  confidence  of  all  concerned,  and  it  is  being 
systematically  made  a  most  practical  source  of  strength  to 
the  Corporation.  Therefore,  in  buying  C.  N.  Debentures 
you  not  only  make  an  investment  as  safe  and  profitable  as 
humanly  possible,  you  not  only  have  as  much  of  the  oppor- 
tunities of  a  partner  in  an  investment  banking  business  as 
possible,  but  you  become  one  of  a  large  and  constantly 
growing  circle  of  Debenture  holders  which  is  almost  in  the 
nature  of  a  club. 

From  the  prospectus  it  appears  that  the  officers  of 
the  C.  N.  Corporation  are  identical  with  the  officers  of 
the  Blank  Investment  Company. 

Questions 

1.  Do  you  believe  that  the  financial  plan  of  the  C.  N. 
Corporation  is  a  sound  one?     Why? 

2.  Do  you  think  it  wise  to  finance  such  a  corporation 
in  1920-21? 

3.  If  you  were  a  business  man  should  you  appeal  to 
this  company  for  assistance  in  financing? 

4.  Would  you  advise  your  friends  to  invest  in  the 
Debentures  of  this  corporation? 

5.  Is  it  desirable  that  an  investment  banking  business 
be  incorporated?     Why? 
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Problem  39 
Financing  a  Mortgage  Company 

Early  in  1921  the  following  literature  was  sent  out 
by  a  newly  organized  mortgage  company  of  Akron, 
Ohio,  whose  active  manager  is  a  university  graduate 
of  about  ten  years'  standing : 

PUTTING    YOXJR   DOLLAR    TO    WORK! 

VALUABLE   INFORMATION    FOR   THE    SMALL   INVESTOR 

The    Company   is   formed   by   the    banding 

together  of  the  resources  of  thousands  of  men  and  women 
of  moderate  means  for  the  purpose  of  investing  their  money 
in  the  safest  security  known — namely,  Mortgages  on  im- 
proved, income-producing  property. 

Individually  their  money  would  have  rental  value  only. 

Collectively  it  has  the  earning  power  of  capital  in  large 
amounts  employed  in  a  purely  financial  institution. 

Mortgages  are  the  one  class  of  security  that  has  with- 
stood the  onslaught  of-  changing  conditions  in  America  for  a 
hundred  and  fifty  years. 

Their  fundamental  safety  is  acknowledged  by  savings 
banks,  insurance  companies,  trusteeships  and  guardianships, 
all  of  which  are  required  by  law  to  invest  in  properly  selected 
mortgages. 

The  Company  combines  the  safety  of  a  mort- 
gage investment  with  the  earning  power  of  large  capital 
frequently  turned  in  the  great  and  well-lubricated  machinery 
of  the  modern  financial  world. 

Stockholders  in  such  financial  institutions  have  received 
with  absolute  safety  and  certainty  returns  of  hundreds  and 
even  thousands  of  per  cent  on  their  original  investments 
over  a  period  of  years. 

As  a  part  owner  in  this  company,  which  has  already 
demonstrated  its  earning  power  in  the  prompt  payment  of 
its  quarterly  dividends,  you  are  offered  a  share  in  the  large 
earnings  it  has  every  right  to  expect  as  its  assets  and  earning 
power  increase  from  year  to  year. 

What  the     Company  Is 

The Company  is  an  Ohio  corporation.     It  is 

a  mortgage  company  restricted  by  tlje  terms  of  its  charter 
to  deal  in  one  class  of  security  only — mortgages  on  improved 
income-producing  real  estate.  It  can-  also  own  property  in 
its  own  name. 

It  can  buy  mortgages,  make  first-mortgage  construction 
loans,  and  by  placing  these  mortgages  in  trust  it  can  issue 
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bonds  against  them,  thus  getting  the  use  of  the  original 
amount  invested  a  second  time  and  making  additional 
profits  from  the  reinvestment  of  its  funds. 

How  Profits  are  Made  by  Purchasing 
Mortgages 

We  buy  first-class  real  estate  mortgages  on  improved, 
income-producing  property  onlj^.  Our  appraisals  are  most 
conservative.  Bear  in  mind  the  fact  that  the  lower  the 
appraisal,  the  less  money  we  have  to  pay  for  a  mortgage,  and 
you  will  understand  why  our  appraisals  may  at  all  times  be 
said  to  be  "ultra  conservative." 

The  profit  on  the  average  mortgage  purchase  may  be 
computed  in  the  following  manner: 

Face  value  of  mortgage $1,500.00 

Purchase  price  (20%  discount) 1,200.00 

Profit $300.00 

This  $300  is  25%  profit  on  the  $1,200  invested,  made  the 
moment  the  transaction  is  completed,  with  no  waiting,  no 
further  expense  and  no  guesswork. 

All  mortgages  pay  7%  on  their  face  value  in  this  locality, 
so  we  receive  7%  interest  on  the  $300  profit,  as  well  as  tlie 
7%  on  the  $1,200  we  invested,  or  a  total  of  S%%  on  the 
actual  amount  of  money  invested. 

The  first  year's  profit  on  the  above  transaction  would 
therefore  be  8^%  plus  25%,  or  33^%-      • 

How  Profits  are  Made  in  First-Mortgage 
Construction  Loans 

Suppose  a  building  operator  desires  to  erect  an  apartment 
house  or  other  income-producing  building  which  will  cost 
a  total  of  $100,000  and  wishes  to  secure  a  first-mortgage 
construction  loan. 

He  must  have  $40,000  in  cash  himself  before  he  can 
secure  a  loan  from  us. 

After  thorough  investigation  of  the  man  and  his  proposi- 
■  tion  we  will  loan  him  up  to  $60,000 — or  60%  of  the  value  of 
the  property. 

The  method  of  making  the  loan  is  as  follows:  His 
$40,000  is  deposited  with  us  first.  When  the  first  floor  of 
the  building  is  completed  we  pay  the  contractor  part  of  his 
money  upon  advice  of  our  own  supervising  engineers;  when 
the  second  is  completed  another  part;  and  so  on  until  the 
building  is  finally  completed. 
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Note  particularly  that  we  pay  out  the  $40,000  that  has 
been  deposited  with  us  first;  and,  secondly,  we  pay  out  the 
$60,000  loan  over  a  period  of  six  months  to  one  year. 

Suppose  the  loan  is  for  three  years.  We  charge  a  com- 
mission of  2%  a  year,  amounting  to  a  total  of  6%  on  $60,000, 
or  $3,600. 

In  addition  to  this  we  have  had  the  use  of  $40,000  for  a 
period  of  from  four  to  six  months. 

The  borrower  pays  us  7%  interest  on  the  first-mortgage 
construction  loan  from  the  date  the  papers  are  signed,  which 
is  always  three  to  six  months  in  advance  of  his  receipt  of  the 
actual  cash. 

When  the  building  is  completed  we  have  a  first  mortgage 
worth  $60,000  on  income-producing  property  worth  $100,000 
in  addition  to  the  value  of  the  building  lot.  This  first  mort- 
gage is  a  marketable  security,  which  we  can  sell  by  offering 
it  to  a  bank,  insurance  company  or  a  trust  company . 

Or  we  can  dispose  of  it  by  putting  it  in  trust  and  issuing 
first-mortgage  bonds  against  it  in  denominations  of  $500 
and  $1,000.    These  bonds  are  sold  to  individuals  and  banks. 

In  this  way  we  get  our  money  back  before  the  maturity 
of  the  mortgage  and  put  it  to  work  again. 

Money  is  made  on  the  quick  turnover  of  capital.  Suppose 
we  make  this  kind  of  a  turnover  every  two  months.  This 
means  that  we  make  a  commission  of  6%  on  each  loan  six 
times  per  year — or  36%  in  commissions  in  one  year  on  first- 
mortgage  construction  loans,  with  accrued  interest  in 
addition. 

Our   Three    Sources    of    Getting    Money    to    Invest 
Cash  comes  in  to  this  Company  from  three  sources — 

1.  Sale  of  stock. 

2.  Payments  of  interest  and  principal  on  mortgages  held 
by  us. 

3.  Borrowing  capacity,  including  short-term  bank  loans 
and  bond  issues. 

Cash  received  from  the  sale  of  stock  is  the  first  money 
received  by  this  company,  and  is  immediately  used  for  the 
purpose  of  buying  mortgages  at  a  discount,  and  of  making 
first-mortgage  construction  loans. 

Many  of  our  mortgages  are  monthly  payment  mortgages 
on  which  both  the  interest  and  part  of  the  principal  are  paid 
back  to  us  each  month,  thus  constantly  reducing  the  amount 
of  money  invested  in  the  mortgage,  and  making  our  equity 
and  margin  of  safety  constantly  larger  and  larger. 

The Company  has  a  borrowing  capacity  from 

banks  which  are  permitted  to  make  short-term  loans.    This 
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money  is  also  immediately  used  to  purchase  mortgages, 
proper  provisions  being  made  to  pay  back  the  loans  as  soon 
as  they  fall  due,  from  income  on  mortgages. 

Bond  Issues 

The  largest  source  of  cash,  however,  that  this  company 
has,  comes  from  its  abihty  to  issue  bonds  against  mort- 
gages held  in  trust  by  a  trust  company.  This  process  is 
very  simple',  and  operates  as  follows : 

We  take  part  of  the  mortgages  we  have  and  place  them  in 
the  vaults  of  a  bank  or  trust  company,  under  a  trust  agree- 
ment which  provides  that  the  bank  or  trust  company  must 
see  that  sufficient  mortgages  are  maintained  in  trust  to  back 
up  the  bonds  issued  against  them. 

The  trust  agreement  also  provides  that  sufficient  funds 
must  be  placed  in  a  sinking  fund  at  the  bank  to  pay  the  bond 
coupons  and  principal  when  they  fall  due. 

This  sinking  fund  is  maintained  by  the  payments  on  the 
mortgages  themselves,  so  that  the  whole  plan  works  auto- 
matically, and  the  payments  on  the  mortgages  automatically 
liquidate  the  bonds  when  they  come  due. 

In  addition  to  this  security,  the Company  is 

liable,  as  a  company,  for  the  bond  issue ;  and  if  default  should 
ever  occur  in  the  payments  on  any  one  mortgage,  this  com- 
pany must  make  good  the  default  by  placing  another 
mortgage  in  trust,  and  by  making  up  the  amount  due  out 
of  its  other  resources. 

The  extreme  care,  however,  that  this  company  takes  in 
purchasing  only  first-class  mortgages  makes  it  possible  for 
us  to  say  that  we  have  never  had  a  mortgage  go  bad  on  us — 
nor  have  we  ever  had  to  foreclose  a  mortgage  in  order  to 
enforce  payment. 

Many  mortgage  companies  throughout  the  United  States 
have  bond  issues  outstanding  many  times  the  amount  qf 
their  original  capital  stock.  The  more  bonds  this  company 
can  sell,  the  more  money  it  makes — and.  the  greater  will  be 
the  cash  returns  to  the  stockholders. 

Free  from  Taxes 

Shares  in  the Company  are  tax-free  in  Ohio  and 

free  from  normal  federal  income  tax  under  the  present 
laws.  This  means  that  such  taxes  as  are  levied  by  the  State 
upon  this  business,  comparatively  smaU  in  amount,  are  paid 
by  the  company. 

The  7%  dividends  on  the  preferred  and  the  dividends  on 
the  common  are  given  to  you  in  full  amount,  with  nothing 
deductible  for  the  State. 
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Dividends  Payable  Quarterly 

Dividends  both  on  the  preferred  and  common  shares  are 
payable  in  January,  April,  July,  and  October  of  each  year. 
These  dividend  checks  are  mailed  promptly  on  the  last 
day  of  each  month  preceding  the  dividend-paying  month, 
and  should  be  in  the  hands  of  stockholders  on  the  first  of  the 
month.    The  common  is  now  on  a  20%  dividend  basis. 

Preferred  Shares  Redeemable  . 

At  the  option  of  the  Board  of  Directors  the  preferred  may 
be  redeemed  in  part  or  in  whole  at  any  time  after  Januar}''  1 , 
1921,  at  $110  per  share  and  accrued  dividends. 

The  "company  makes  no  promise  as  to  when  this  redemp- 
tion will  occur,  but  it  is  for  the  interest  of  the  stockholders 
to  have  this  preferred  redeemed,  and  every  effort  will  be  put 
forth  by  the  officers  to  start  redemption  as  soon  as  this  policy 
will  benefit  the  stockholders. 

Terms  of  Purchase 

Shares  in  the Company  may  be  purchased  for 

cash,  or  on  varying  terms  to  suit  the  convenience  of  the 
purchaser.  When  shares  are  purchased  for  cash,  the  pre- 
ferred begins  to  earn  7%  dividends  from  date  of  purchase, 
plus  regular  dividends  on  common. 

6%  Interest  on  Deposits  Compounded  Quarterly 

When  shares  are  purchased  on  the  Easy  Payment  Plan, 
all  money  deposited  with  the  Company  draws  6%  interest, 
compounded  quarterlj^,  until  such  time  as  stock  is  paid  in 
full. 

The Company  Thrift  Plan 

■f:lO  Per  Month  Buys— 

6  shares  of  preferred  at  1100,  and 

3  shares  of  common  at  $20;  total  $660 

$15  Per  Month  Buys 

8  shares  of  preferred  at  $100,  and 

4  shares  of  common  at  $20;  total  $880 

$30  Per  Month  Buys 

10  shares  of  preferred  at  $100,  and 

5  shares  of  common  at  $20;  total  $1,100 

$25  Per  Month  Buys— 

12  shares  of  preferred  at  $100,  and 

6  shares  of  common  at  $20;  total  $1,320 
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$30  Per  Month  Buys— 

16  shares  of  preferred  at  $100,  and 

8  shares  of  common  at  $20;  total  $1,760 

S36  Per  Month  Buys— 

18  shares  of  preferred  at  $100,  and 

9  shares  of  common  at  $20;  total  $1,980 

$40  Per  Month  Buys— 

20  shares  of  preferred  at  $100,  and 

10  shares  of  common  at  $20;  total  $2,200 

How  Thrift  Plan  Pays  18f  %  Pee  Year 

When    Interest    is    Compounded    Quarterly    on    six-share 

purchase  at  $10.00  per  month. 

Interest 

No.  Years                  Paid  on  Compounded 

Principal  Quarterlj' 

1  year                  $120.00  $3.96 

2  years                   240.00  15.52 

3  years                  360.00  35.14 

4  years                  480.00  63.34 

5  years                  600.00  100.64 
53^  years                  660.00  122.87 

Average  yearly  payment  on  principal $120.00 

Total  amount  of  compound  interest  53^  years 122.87 

Average  yearly  interest 22 .  34 

Average  yearly  rate  of  interest 18f% 

What  You  Get 

While  you  are  paying  for  your  securities  in  full,  they  are 
deposited  with  us  and  are  increasing  in  value  constantly. 

When  shares  are  bought  on  the  small-payment  plan,  the 
common  alone — by  the  time  they  are  paid  for  in  full — should 
have  a  ready  market  value  of  upwards  of  $200  per  share. 
This  prediction  is  borne  out  by  the  history  of  other  mortgage 
companies. 

(Here  follows  a  detailed  statement  of  the  earnings  of  several  New 
York  mortgage  companies — Author's  Note). 

Finally  the  following  suggestions  are  made: 

"The  man  who  shut  his  eyes  and  purchased  a  few  shares 
in  new  financial  institutions  has  made  more  money  and 
suffered  less  loss  than  in  any  other  investment  field  known 
to  man.    He  has  enjoyed  the  maximum  of  profit." 

Hon.  Leslie  M.  Shaw, 
Sec.  of  the  Treas.  U.  S.  for  5  years 
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A  Message  to  Women 

How  many  women  of  j'our  acquaintance  have  that 
enviable  possession — an  independent  income? 

Among  the  1,500  partners  who  own  the Com- 
pany at  least  300  of  them  are  women.  The  president  of  this 
company  has  often  made  the  statement  that  women  are 
good  investors  of  money.  They  usually  refuse  to  take 
chances,  and  insist  on  fundamental  safety  rather  than 
promises  of  large  and  quick  returns. 

A  small  investment  in  the  shares  of  this  company  will  grow 
over  a  period  of  years  into  a  considerable  amount  if  con- 
stantly reinvested.  The  fear  of  poverty  need  never  haunt 
the  woman  who  has  her  money  invested  in  the  kind  of  mort- 
gages this  company  handles. 

A  small  monthly  saving  is  easy  for  you  to  put  aside  now. 

Put  it  in  the  securities  of  the Company,  and  you 

will  always  have  the  knowledge  that  no  matter  what  happens, 
you  will  have  a  regular  income  not  dependent  on  your  own 
efforts  to  produce. 

The  manager  of  this  real  estate  company,  earlier  re- 
ferred to,  was  recently  making  a  rather  energetic 
attenipt  to  enhst  the  services  of  advanced  college  stu- 
dents in  connection  with  the  company's  security-selling 
campaign.  Some  university  employment  offices  are 
said  to  have  recommended  the  position  as  being  par- 
ticularly attractive  at  this  time. 

Questions 

1.  Would  you  be  willing  to  sell  the  stock  or  the  6 
per  cent  first  mortgage  bonds  of  this  company? 

2.  What  should  you  expect  the  financial  experience 
of  this  company  to  be  during  the  years  1921  and  1922? 

3.  Analyze  the  proposition 

(a)  From  the  point  of  view  of  its  financial 
soundness. 

(6)  From  the  point  of  view  of  the  economic 
service  rendered. 
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Problem  40 
Financing  a  Fisheries  Company  During  the  War  Period 

At  the  end  of  1917,  a  fisheries  company  was  organized 
in  New  England.  As  Liberty  Loans  had  been  taking 
up  the  slack  in  the  investment  market,  an  attempt  was 
made  to  interest  small  subscribers  in  the  stock  of  the 
company.  In  selling  the  stock,  the  management  stressed 
that  fact  that,  due  to  the  war  conditions,  the  price  of 
pork  and  beef  had  risen  to  such  an  extent  that  people 
were  being  advised  to  eat  fish  instead  of  their  cus- 
tomary flesh  food.  They  further  pointed  to  the  con- 
servation campaign  being  carried  on  by  the  Federal 
Food  Administration,  and  to  the  fact  that  people  were 
being  advised,  for  patriotic  reasons,  to  eat  fish  instead 
of  the  food  which  was  needed  by  our  own  troops  and 
our  allies  abroad. 

Further  use  was  made,  in  selling  the  stock  of  the 
concern,  of  a  letter  which  had  been  written  by  the 
United  States  Commissioner  of  Fisheries,  in  which  he 
wrote  as  follows  to  the  management: 

"I  have  had  occasion  to  examine  the  plans  and  note 
the  prospects  of  this  company  and  have  become  satis- 
fied that  it  is  in  a  position  to  do  a  very  large  and 
remunerative  business.  No  more  favorable  time  could 
have  been  chosen  for  launching  a  new  fishery  company, 
for  the  country  is  fish  hungry,  and  the  demand  for 
fish  food  far  exceeds  the  supply  and  will  continue  to 
do  so.  It  is  my  opinion  that  the  stock  of  this  company 
is  a  safe  investment,  and  I  do  not  see  how  it  can  fail 
to  yield  handsome  returns." 

The  following  prospectus  was  used  in  selling  the  first 
stock  issues  to  small  investors : 

$3,000,-000 
7%  Cumulative  Preferred  Shares. 

Full  Paid,  Non- Assessable  Tax  Exempt  in  Maine 

E.  Fisheries  Company 

Incorporated  Under  the  Laws  of  Maine. 

Registrar  Transfer  Agent 

Equitable  Trust  Company  Empire  Trust  Company 

New  York  City  New  York  City 
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Capitalization 

Bonds None 

7%  Cumulative  Preferred $5,000,000  Par  $100 

Common  Shares $5,000,000  Par  $10 

The  E.  Fisheries  Company  is  a  profitably  producing 
company,  operating  out  of  Boston,  Portland,  Gloucester  and 
New  York.  The  proceeds  of  this  issue,  already  largely 
subscribed,  are  for  the  enlargement  of  this  company's 
fishing  equipment,  by  the  addition  of  further  highly  produc- 
tive steam  trawling  vessels.  The  Company  has  4  large  food- 
producing  vessels  in  regular  operation  and  is  adding  several 
additional  trawlers.  The  Company's  latest  steam  trawler, 
the  S.  S.  "Pelican,"  nearing  completion  in  the  shipyards  at 
Portland,  Maine,  is  of  the  same  large  size  and  efficient  type 
as  the  S.  S.  "Seabird"  lately  added  to  the  Company's  produc- 
ing fleet.  The  plans  of  the  Company  are  in  accord  with 
those  laid  down  by  the  United  States  Government. 

Through  alliance  with  the  largest  fisheries  interests  in  this 
country,  the  company  is  highly  favored  with  an  efficient, 
practical   management   and   strong    advisory    talent    long ' 
identified  with  the  fishing  industry. 

Salient  Points  of  Meeit 

First^-The  Preferred  Shares  are  preferred  as  to  assets 
and  dividends.  Dividends  are  payable  quarterly  on  the 
first  day  of  January,  April,  July  and  October.  The  preferred 
shares  are  redeemable,  in  whole  or  in  part,  at  the  option  of 
the  directors  at  $115  per  share  and  accrued  dividends. 

Second — The  ships  operating  and  under  construction  for 
the  company  are  tangible  assets  with  ready  market  value. 

Third — The  company's  ships  and  equipment  are  all 
insured  to  the  full  amount  of  their  cost. 

Fourth — No  bonded  indebtedness  can  be  pla,ced  on  any 
of  the  company's  property  while  this  issue  is  outstanding, 
except  by  the  written  consent  of  two-thirds  of  the  out- 
standing preferred  stock. 

Fifth — Actual  records  of  the  steairi  trawlers  now  operat- 
ing on  the  East  Coast  substantially  indicate  that  all  the  ships 
of  this  company,  when  in  full  operation,  should  earn  more 
than  eleven  times  the  preferred  dividend. 

Sixth — The  E.  Fisheries  Company  has  no  indebtedness. 
It  owns  its  entire  operating  equipment  free  and  clear.  All 
ship-construction  contracts  are  paid  in  full  to  date. 

Seventh — The  Company  pays  regular  dividends  of  7%. 


FINANCING  DOUBTFUL  ENTERPRISES      137 

Earnings 
Estimated   Net   Operating   Earnings  for  Twelve  Months: 

15  Trawlers,  when  in  full  operation,  per  annum,  $2,700,000 
Dividend  requirements  on  7%  Preferred,  approxi- 
mately          210,000 

Balance  available  for  Surplus $2,490,000 

This  estimate  is  based  upon  the  actual  earnings  of  steam 
trawlers  now  in  operation. 

Legality 

All  legal  matters  pertaining  to  the  incorporation  of  this 
company  and  to  this  issue  have  been  approved  by  Wilber, 
Norman  &  Kahn,  New  York  City. 

We  recommend  the  purchase  of  these  shares  as  a  sound 
INVESTMENT.    Price  on  application. 

I.  M.  TAYLOR  &  CO. 

Incorporated 

7  Wall  Street,  New  York 

Business 

American  Fisheries  is  our  last  great  undeveloped  natural 
resource.  Ranking  next  to  the  beef  industry,  it  is  but 
beginning  to  feel  the  hand  of  modern  enterprise.  The 
primitive  methods  that  have  for  centuries  governed  this 
vast  and  important  food  industry  are  giving  way  to  the 
world's  imperative  food  needs. 

The  steam  trawler  works  fast  between  an  unlimited  supply 
and  an  unlimited  demand.  What  the  harvester  is  to  agricul- 
ture, the  steam  trawler  is  to  the  fisheries  industry.  With  its 
giant  nets  it  drags  the  near-by  bottom  of  the  sea  where  the 
"ground"  fish  are  permanently  feeding.  It  saves  an  enor- 
mous amount  of  time  as  it  is  not  subservient  to  the  elements. 
It  can  harvest  in  a  few  days  250,000  to  350,000  pounds  of 
fish  and,  with  its  high  speed,  returns  quickly  to  market 
where  a  heavy  demand  awaits  it. 

The  Great  Fishing  Banks,  off  the  North  Atlantic  Coast, 
are  the  richest  in  the  world.  The  "ground"  or  "bottom" 
fish,  permanently  obtained  there,  are  standard  for  food 
purposes  and  command  high  prices.  Our  Great  Banks  alone 
could  supply  the  food-fish  demands  of  the  entire  world. 

This  business  is  a  safe  and  dependable  one.  The  steam 
trawler  harvests  this  food  product  rapidly  and  regularly, 
in  large  quantities  and  in  all  seasons  and  under  all  weather 
conditions.  The  shiploads  are  quickly  landed  and  cash  is 
promptly  received  on  delivery. 
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The  great  superiority  of  the  big  steam  trawler  over  the 
common  type  of  fishing  schooner  is  thoroughly  demonstrated 
over  a  long  period.  One  steam  trawler  has  a  greater  capacity 
for  production  than  a  fleet  of  fishing  schooners. 

At  the  outbreak  of  the  war  some  7,500  of  these  steam 
trawlers  were  regularly  operating  in  Europe.  On  this  side 
of  the  Atlantic  there  are  less  than  20  operating  at  the  present 
moment.  Many  more  are  urgently  needed.  The  present 
and  immediate  plan  of  the  E.  Fisheries  Company  is  to  add 
an  additional  fleet  of  these  profitable  steam  trawlers.  It  is 
for  the  enlargement  of  the  company's  successfully  operating 
fleet  that  the  company  is  making  the  present  offering  of  its 
preferred  stock. 

Fish  by-products  constitute  an  important  industry  of 
unlimited  opportunity.  All  fish  by-products  are  produced  by 
very  simple  and  well-established  processes.  They  find  a 
ready  market  and  yield  enormous  profits.  A  big  demand, 
far  in  excess  of  the  supply,  always  exists  for  fish-oil,  fish-glue, 
fish  fertihzer,  fish-leather  and  for  chicken  and  cattle  food 
elaborated  from  fish. 

DiBECTORS 

F.  0.  Bezner,  Capitalist,  New  York  City. 

I.  M.  Tavlor,  of  I.  M.  Taylor  &  Co.,  Bankers,  New  York 
City. 

L.  F.  Nagle,  President  of  Nagle  Steel  Company,  Potts- 
town,  Pa. 

W.  F.  Birch,  President,  Dover  Boiler  Works  Co.,  Dover, 
N.  J. 

C.  E.  Knoeppel,  of  C.  E.  Knoeppel  &  Co.,  Counsellors 
on  Management,  New  York  City. 

Irving  Cox,  of  Cox  &  Stevens,  Naval  Architects,  New 
York  City. 

W.  G.  Timothy,  Vice-President,  James,  McCreery  &  Co., 
New  York  City. 

Richard  Cole,  of  P.  K.  Wilson  &  Son,  New  York  City. 

Walter  P.  Wells,  President,  Williams  &  Wells,  New  York 
City. 

Mark  W.  Norman,  Mce-President,  Home  Bank  &  Trust 
Co.,  Darien,  Conn. 

W.  E.  Aughinbaugh,  Chair  of  Foreign  Trade,  New  York 
University;  Foreign  and  Export  Editor,  N.  Y.  Commercial, 
New  York  City. 

I.  M.  TAYLOR  &  CO. 
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Questions 

1.  As  a  business  proposition,  do  you  think  it  was 
desirable  to  float  a  new  fisheries  company  in  1918? 

2.  Do  you  agree  with  the  claims  made   and  the 
methods  used  by  the  E.  Fisheries  Company? 

3.  What  is  your  opinion  of  the  directorate  of  this 
Company? 

4.  What  is  your  opinion  of  the  letter  written  by  the 
United  States  Commissioner  of  Fisheries? 

5.  Should  you  expect  that  the  stock  of  this  company 
could  be  sold  in  1918? 

6.  What  should  you  expect  the  financial  future  of 
this  company  to  be? 

7.  Do  you  believe  that  any  fisheries  company  should 
be  publicly  financed?     Why? 


Problem  41 
Financing  a  New  Theatre  in  1921 

Late  in  1920  the  following  financial  advertisement 
appeared  in  the  Harvard  Crimson. 

THE  STATE  THEATRE 
Massachusetts  Avenue,  Boston 

Management — The  management  is  substantially  the 
same  as  "Loew's,  Incorporated,"  capital  $35,000,000,  of 
New  York;  Marcus  Loew,  Presiclent;  M.  Douglas  Flattery, 
of  Boston,  Managing  Director.  The  State  Theatre  is  ex- 
pected to  open  January  1;  and  is  to  have  25  per  cent 
greater  capacity  than  the  Orpheum  Theatre  of  Boston,  also 
under  the  same  management  and  which  earned  net  last  year 
$346,213. 

Earnings — If  the  State  Theatre  profits  equal  the  Orpheum 
record  of  last  year  there  will  be  34.6  per  cent  earned  for  the 
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$1 ,000,000  State  Theatre  Company  common  stock.  Revenue 
from  leases  on  the  property  other  than  the  theatre  will  be 
sufficient  to  pay  preferred  stock  dividends. 

This  amounts  to  capitahzing  for  only  $1,000,000  a  4,000- 
capacity  Loew  Theatre  in  an  excellent  location.  The 
Orpheum  Theatre  having  less  capacity  is  capitalized  at 
$2,712,500  and  yet  is  paying.  14  per  cent  oa.  its  common 
stock  besides  7  per  cent  on  its  preferred  stock. 

Stock  First  Lien — There  will  be  no  mortgage.  We 
estimate  the  total  value  of  the  State  Theatre  property  will 
be  $3,152,000,  being  capitalized  at  only  $1,250,000  preferred 
and  $1,000,000  common  stock. 

We  suggest  a  certificate  as  an  ideal  Christmas  Gift;  one 
which  will  benefit  the  recipient  and  remember  the  giver 
quarterly  for  years  to  come. 
Subscribe  for  the  Common  Stock  now  at  par,  $10  a  share, 
or  send  for  circular. 

On  February  21,  1921,  there  appeared  a  notice  from 
a  local  investment  house  stating  that  to  subscribe  to 
common  stock  of  the  State  Theatre  Company  was 
"Like  buying  $140  vs^orth  of  real  estate  for  $100  and 
having  20  per  cent  on  your  investment. "  It  was  further 
stated  that  "The  last  of  the  common  stock  of  the  State 
Theatre  Company  is  now  offered  at  par,  $10  a  share." 

On  June  6,  1921,  there  appeared  in  one  of  the  leading 
Boston  newspapers  a  financial  notice  to  the  effect  that 
the  State  Theatre  Company  was  offering  an  issue  of 
$1,200,000  first  mortgage,  7  per  cent,  convertible  gold 
bonds  due  June  1,  1946,  Federal  income  tax  to  the  ex- 
tent of  3  per  cent  to  be  refunded.  The  following  in- 
formation is  quoted  from  this  notice; 

The  Convertible  Clause  and  its  Value 
On  June  1,  1926,  and  December  1,  1926,  and  each  6 
months  thereafter,  1^%  of  the  outstanding  bonds  will  be 
redeemed  in  the  usual  way  at  103%  (see  deed  of  trust  for 
particulars).  But  up  to  June  1,  1926,  no  bonds  will  be 
redeemed,  and  at  any  time  during  this  period  the  owner 
of  a  bond  can  exchange  it  for  an  equal  amount  of  common 
stock  at  par.  The  common  stock  has  been  sold  at  a  premium, 
and  if  earnings  equal  or  exceed  estimates,  the  premium  on 
the  common  stock  may  increase  to  50%  or  more — which 
would  reflect  on  the  bonds  and  make  them  worth  an  equal 
percentage  of  premium  above  par. 
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Statement  as  of  September  1,  1921 
(Estimated  after  giving  effect  to  present  financing.) 
Assets  Liabilities 

Land,     buildings,  Mortgage    Bonds, 

machinery,  (this  issue) $1,200,000 

equipment,  etc .  $2,400,000 
Cash  from  deposit  Deposits  on  lease 

on  leases  (est.) .        50,000  (est.) 50,000 

Capital  Stock — 

Preferred 177,500 

♦Common....       1,000,000 

Surplus 22,500 

Total $2,450,000  Total $2,450,000 

*$1, 200,000  additional  common  stock  authorized  for  the  purpose  of 
redeeming  bonds. 

The  proceeds  of  this  bond  issue  it  is  estimated  will  be 
sufficient  to  pay  off  all  indebtedness  and  finish  and  equip  the 
buildings  so  that  the  company  will  start  business  owning  the 
property  subject  only  to  this  issue  and  with  no  debts  of  any 
kind  outstanding,  leaving  'all  net  profits  available  for 
dividends. 

Revenue  from  leases  and  rents  (without  theatre  profits) 
to  amount  to'  $125,000,  is  about  1^/^  times  interest  require- 
ments on  this  bond  issue. 

Price  100%  and  Interest 
Denominations  $1,000  and  $500 

Questions 

1.  What  is  your  estimate  of  the  claims  made  by  the 
State  Theatre  Company  at  the  end  of  1920? 

2.  As  a  general  proposition,  which  theatre  should 
you  expect  to  be  most  successful  financially — a  large 
one  or  a  small  one? 

3.  How  do  you  account  for  the  first-mortgage  bond 
issue  of  this  theatre? 

4.  Would  you  at  any  time  have  been  willing  to  buy 
the  securities  of  the  State  Theatre? 

5.  What  should  you  expect  to  be  the  financial  future 
of  such  an  amusement  house  launched  in  1921? 
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Problem  42 
Problem  in  Securing  Capital  to  Develop 
AN  Old  Gold  Mine 
Mr.  B.,  who  had  had  some  experience  in  other  pro- 
motion work  and  in  selling  stocks  of  a  speculative 
character,  was  approached  by  a  group  of  men  who  had 
formed  a  company  to  promote  a  gold-dredging  propo- 
sition in  one  of  the  western  states.     From  their  state- 
ments and  his  inquiries  through  a  competent  engineer, 
he  found  out  the  following  facts : 

The  property  in  question  had  been  originally  owned 
and  worked  in  the  50's  for  a  number  of  years  by  a 
"placer"  mining  company,  and  several  million  dollars' 
worth  of  gold  had  been  taken  from  the  location.  After 
the  accessible  benches  had  been  worked  out  the  prop- 
erty had  been  abandoned. 

In  the  90 's,  a  process  of  extracting  free  gold  from 
low-grade  gravel  was  successfully  evolved  in  California. 
Later  one  of  the  most  successful  of  the  men  engaged  in 
this  sort  of  mining,  who  had  properties  in  Alaska  and 
California,  sent  his  engineer  to  prospect  this  particular 
property.  The  engineer  found  that  there  was  a  large 
volume  of  low-grade  gravel  with  a  sufficient  supply  of 
ore  to  make  extraction  by  dredging  possible.  His  em- 
ployer purchased  the  property  from  the  rancher  who 
owned  it,  and  had  just  installed  a  small  dredge,  which 
had  been  previously  worn  out  in  the  Alaskan  fields, 
when  he  died,  leaving  the  property  to  his  several 
children.  His  sons  took  over  the  management  of  their 
father's  Alaska  and  Cahfornia  properties,  but  not  wish- 
ing to  bother  with  this  property,  offered  it  for  sale. 

The  engineer  who  had  prospected  the  location  for 
their  father  believed  it  was  a  profitable  property,  but 
was  unable  himself  to  purchase  it.  He  interested  two 
other  men,  whom  he  had  known  in  Alaska,  in  this  prop- 
osition. These  two  men  had  about  $40,000  between 
them.  Finally,  the  engineer  and  his  two  friends  incor- 
porated a  company  and  issued  to  themselves  400,000 
shares,  out  of  a  total  of  1,000,000  shares  of  common 
stock,  as  their  promotion  bonus. 
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This  company  next  executed  an  agreement  with 
the  heirs  of  the  property  to  purchase  it  for  $250,000, 
paying  the  $40,000  cash  which  they  had.  The  bal- 
ance was  to  be  paid  in  instalments  and  the  dredge 
was  to  be  allowed  to  stay  on  the  property  and  be 
operated,  the  proceeds  from  its  work  to  go,  one-half 
to  the  new  company  and  one-half  to  the  heirs,  until 
the  property  was  paid  for.  The  new  company 
had  a  year  in  which  to  pay  for  the  property  and 
the  dredge. 

The  members  of  the  new  company  attempted  to  sell 
the  stock,  but  failed  because  of  their  lack  of  experience  in 
this  line.  They  did  succeed,  however,  in  selling  20,000 
shares  at  $1  per  share.  In  addition,  they  managed  to 
borrow  about  $40,000  from  a  local  bank,  depositing  as 
collateral  most  of  the  remaining  stock.  Most  of  the 
money  realized  from  this  bank  loan  was  used  in  their 
attempts  to  promote  the  company,  in  selling  stock, 
and  so  on,  and  in  keeping  up  current  payments  on 
the  property  to  the  owners  as  the  instalments  fell  due. 
At  the  end  of  a  year  there  was  no  money  in  sight,  cur- 
rent payments  had  been  postponed,  and  they  were 
faced  with  the  alternative  of  raising  $200,000  or  let- 
ting the  property  revert  to  the  original  owners. 

Mr.  B.  had  been  approached  by  these  men  when  the 
company  was  first  beginning  to  get  into  financial  trou- 
bles. He  had  looked  the  proposition  over  and  refused 
to  touch  it  unless  he  had  control  of  the  company.  At 
this  point  he  was  called  in  for  the  second  time.  He 
believed  the  property  was  a  good  property  and  would 
produce  profits,  with  adequate  investment.  His  esti- 
mate was  that  in  addition  to  the  $200,000  needed  to 
pay  for  the  property,  there  should  also  be  raised 
$150,000  for  a  power  line  and  a  new  dredge,  the  old 
one  being  now  absolutely  worthless. 

Mr.  B.  engaged  a  competent  engineer  to  examine 
the  property  and  found  from  him  that  the  small 
.dredge  had  been  able  to  produce  $445  worth  of  gold 
per  day  at  an  expense  of  $100  per  day.     The  recovery 
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during  the  time  that  this  old  dredge  had  been  operat- 
ing was  $0.81  per  cubic  yard.  The  content  was  about 
$1  per  cubic  yard. 

The  property  consisted  of  a  valley  five  miles  in 
length  and  about  one  thousand  feet  wide,  the  gold- 
bearing  sand  and  gravel  in  the  bottom  averaging  eight 
to  twenty  feet  in  depth.  About  seventy  prospect 
holes  were  sunk  throughout  the  length  and  breadth  of 
the  valley.  The  gravel  from  these  holes  showed  from 
$0.70  to  $1.21  per  cubic  yard.  These  prospects  were 
all  made  by  the  .engineer  engaged  by  Mr.  B.  and  the 
result  seemed  to  be  perfectly  satisfactory. 

Mr.  B.  's  problem  was  to  raise  $350,000  capital  which 
would  enable  him  to  meet  the  final  payments  to  be 
made  to  the  original  owners,  and  to  install  an  up-to- 
date  dredge  as  well  as  a  power  line.  This  was  in  1919. 
Mr.  B.  could  raise  about  $50,000  on  his  own  account. 
The  balance  of  $300,000  must  be  secured  from  out- 
side sources. 

Questions 

1.  Should  you  expect  it  to  be  worth  while  to  attempt 
to  raise  further  capital  for  this  proposition?  Does 
the  date  affect  your  decision? 

2.  Granting  that  the  proposition  is  worth  while,  sug- 
gest, with  details,  the  best  method  of  raising  the  needed 
capital  at  this  time,  bearing  in  mind  the  various  in- 
terests involved? 

(References:  Jones,  Investments,  290-ZOQ;  Deviing,  Financial  Poli- 
cy, Vol.  II,  pp.  152-168.) 
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Problem  43 
The  Financial  Methods  of  a  Small  Oil  Company 

Late  in  1919  a  considerable  quantity  of  stock  was 
sold  in  the  Tex-La-Homa  Company,  largely  to  people 
of  moderate  means,  including  tradesmen  and  profes- 
sional people,  who  on  account  of  the  high  cost  of  liv- 
ing felt  that  the  return  which  they  received  from  their 
Liberty  Bonds  was  inadequate.  The  company  was 
pictured  to  be  in  a  most  flourishing  condition. 

One  or  two  dividends  are  said  to  have  been  paid. 
Shortly  after  the  next  dividend  was  due,  it  was  re- 
ported to  the  stockholders  that  one  of  the  officers  of 
the  company  had  been  dishonest  and  had  "robbed" 
the  concern  of  many  hundred  thousand  dollars. 
Further  reports  indicated  that  the  company  was  in 
a  "receiver's"  hands  by  the  end  of  1920.  Advices 
came  in  from  time  to  time,  however,  to  the  effect  that 
the  property  was  being  successfully  developed  and 
that  the  concern  would  soon  be  in  a  prosperous  con- 
dition once  more. 

Not  long  after  this  time,  some  of  the  stockholders 
received  the  following  letter: 

S.  Securities  Company 

Investments 

Commerce  Building 

Kansas  City,  Missouri. 

To  the  Stockholders  of  the 
Tex-La-Homa  Oil  Corporation: 

You  have  been  receiving,  for  some  time  past,  circulars 
from  different  concerns  requesting  you  to  send  money  to 
assist  them  in  protecting  your  interests.  It  is  quite  un- 
necessary for  us  to  mention  the  companies'  names  who  have 
constituted  themselves  in  some  instances  self-appointed 
"Protective  Committees,"  and  in  other  instances  trying  to 
form  committees  to  reorganize,  but  we  do  want  to  call 
attention  of  the  stockholders  to  the  fact  that  J.  R.  S.  & 
Company*  has  for  the  past  eight  months  been  represent- 
ing the  stockholders  who  are,  to  a  large  extent,  clients  of 
this  house,  without  requesting  any  contribution  whatsoever. 

*  Initials  used  throughout  for  obvious  reasons. 
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The  expenses  that  we  have  incurred  in  looking  after  your 
interests  are  exceedingly  heavy  (we  are  heavy  stockholders 
in  Tex-La-Homa  Oil  Corporation),  but  we  have  not  asked 
you  to  send  us  one  dollar  to  assist  in  defraying  these  expenses. 

We  bought  tens  of  thousands  of  dollars'  worth  of  stock, 
both  Preferred  and  Common,  and  are  today  one  of  the 
largest  stockholders  in  the  Tex-La-Homa  Oil  Corporation. 
Naturally,  we  are  interested  in  seeing  some  means  or  plans 
worked  out  that  will  protect  everybody,  and  without  going 
into  details  would  state  that  at  the  present  a  reorganiza- 
tion of  both  Corporations  is  under  consideration  by  bankers 
holding  the  Corporation's  notes.  Also  by  the  directors  and 
endorsers  for  the  Corporation  who  are  working  in  connection 
with  your  duly  appointed  Stockholders'  Committee  of 
Boston,  headed  by  Mr.  H.  C.  G.,  Chairman. 

It  is  our  belief  that,  without  question,  a  reorganization 
of  Globe  and  Tex-La-Homa  will  be  effected  within  a  very 
few  weeks,  and  an  announcement  will  be  made  to  each  and 
every  stockholder  by  the  Trustees  in  Bankruptcy  just  as 
soon  as  the  plan  has  been  definitely  worked  out  and  deter- 
mined upon. 

Pending  receipt  of  authentic  information  either  from  the 
trustees  in  Bankruptcy  or  Mr.  G.'s  committee  in  Boston,  we 
would  suggest  and  recommend  that  the  Tex-La-Homa  stock- 
holders pay  no  attention  whatever  to  information  coming 
from  any  other  source  and  especially  those  who  are  asking 
for  contributions. 

J.  R.  S.  &  Company  is  doing  everything  in  their  power  to 
effect  a  reorganization  which  will  mean,  in  the  long  run  we 
hope,  the  working  out  of  all  interests  concerned  without  any 
loss  whatsoever. 

Less  than  six  months  ago,  the  writer  and  his  associates 
organized  the  S.  Securities  Company. 

At  that  time  we  believe  we  offered  you  an  opportunity 
to  join  with  us  when  the  stock  could  be  obtained  at  the  first 
price  of  $10  per  share.  In  less  than  six  months  we  have 
declared  five  monthly  2  per  cent  cash  dividends,  making  a 
total  cash  return  of  10  per  cent.  We  have  paid  10  per  cent 
stock  dividends,  making  total  dividends  for  less  than  six 
months,  20  per  cent,  and  we  have  increased  the  value  of 
the  stock  where  today  we  believe  it  is  worth  twice  what  we 
originally  sold  it  for — all  of  this,  mind  you,  in  less  than  six 
months'  time. 

Today,  the  S.  Securities  Company  is  a  closed  corporation. 
There  isn't  any  stock  for  sale.  Our  stockholders  are  more 
than  pleased  with  the  success  which  we  have  gained  for 
them.     Our  cash  dividends  of  2  per  cent  per  month  have 
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been  earned  for  many  months  in  advance.  We  have  piled 
up  a  substan  tial  reserve — we  have  many  different  oil  proper- 
ties— we  have  substantia]  production,  and  we  are  a  success- 
ful, live,  going  concern  today.  More  than  that,  we  anticipate 
some  very  generous  disbursements  to  our  stockholders  in 
the  near  future. 

This  is  not  the  sort  of  results  you  obtained  through  your 
investment  in  Tex-La-Homa.  The  fact  that  Tex-La-Homa 
was  not  a  tremendous  success  is  not  the  fault  of  the  writer 
nor  this  organization. 

Management  is  the  secret  of  success  in  any  enterprise, 
whether  it  be  oils,  industries,  or  banking.  I  have  succeeded 
in  my  own  business  right  here  in  the  Commerce  Building 
during  the  past  eleven  years.  I  have  sold  millions  and  mil- 
lions of  dollars'  worth  of  high-class  bonds  and  dividend- 
paying  stocks,  and  the  only  company  whose  securities  have 
been  offered  by  the  house  of  S.,  that  as  yet  have  not  proved 
successful,  are  the  securities  of  the  Tex-La-Homa  and  Globe. 

I  reiterate  that  the  failure  of  these  companies  to  make 
good  cannot  be  charged  to  this  office.  I  take  a  pardonable 
pride  in  the  fact  that  out  of  the  one  hundred  and  seventy- 
five  different  issues  of  municipal  bonds  and  high-grade 
securities,  every  investor  through  this  house  has  found  his 
principal  and  interest  paid  when  due,  and  found  his  invest- 
ment a  profitable  one,  with  possibly  one  exception. 

I  don't  want  a  single  dissatisfied  customer  in  the  house  of 
S.  I  don't  want  to  sell  any  living  man  a  security  that  will 
not  prove  a  profitable  investment.  I  feel  very  keenly  the 
Tex-Ia-Homa  situation.  By  reason  of  this  fact,  and  actuated 
by  a  desire  to  prove  of  real  assistance  to  you,  the  following 
proposition  is  being  outlined  for  j^our  consideration,  and  your 
acceptance  or  rejection  promptly  is  earnestly  solifitedj 

If  there  ever  was  an  opportunity  in  the  world  to  engage 
profitably  in  the  production  of  crude  oil,  today  is  that  day. 
A  dollar  today  in  the  oil  industry  will  do  the  work  of  ten. 
Now  the  opportunity  is  right  here  for  a  body  of  men,  club- 
bing together  and  putting  their  money  in  one  pot,  to  build 
up  a  real,  independent  oil  company  that  can  be  made  most 
profitable  for  all  concerned.  We  have  for  months  been  work- 
ing along- these  very  lines.  We  have  secured  options  and  we 
have  negotiations  pending  for  some  most  excellent  properties. 

We  are,  at  the  present  time,  organizing  a  new  corporation 
which  will  be  managed  along  the  lines  that  we  have  found 
successful  in  the  S.  Securities  Company — a  cbmpany  whose 
office  will  be  right  in  the  Commerce  Building  with  its  records 
and  its  books  and  its  cards  on  the  table — a  company  that 
will  furnish  to  every  stockholder  complete  information  and 
actual  facts  regarding  its  affairs  at  all  times — a  company 
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that  will  treat  every  stockholder  as  a  partner  in  the  institu- 
tion, consulting  his  wishes  and  listening  to  his  suggestions — 
not  a  company  officered  by  a  few  men  attempting  to  "hog" 
it  all. 

This  company,  yet  unnamed,  is  to  be  organized  along  fair 
and  square  lines,  with  a  guarantee  of  a  square  deal  to  every- 
one. How  much  money,  or  how  little  money,  it  will  make 
remains  to  be  seen.  Whatever  the  facts  are,  every  stock- 
holder will  know.  Whatever  the  profits  may  be,  he  will 
receive  his  pro  rata  share. 

This  company  will  have  two  classes  of  stock — an  8% 
preferred  profit-sharing  stock,  and  a  common  stock  of 
nominal  or  no  par  value.  The  writer  is  to  receive  a  large 
block  of  this  common  stock  for  services  rendered,  and  for 
certain  options  and  properties  that  will  be  turned  over  to 
the  company.  This  will  be  the  individual  stock,  issued  to 
and  belonging  to  J.  R.  S.  I  am  not  at  this  time  writing  you 
or  suggesting  that  you  subscribe,  or  purchase  any  of  the 
stock  of  this  company. 

I  am  going  to  give'you  an  interest  in  this  corporation.  I 
am  going  to  give  it  to  you  out  of  my  own  personal  stock. 
For  every  share  of  Tex-La-Homa  preferred,  par  value  $100, 
that  you  may  own,  you  may  have  100  shares  of  my  stock 
(common)  in  this  new  company,  and  for  every  share  of  Tex- 
La-Homa  (common)  that  you  own,  you  may  have  50  shares 
of  my  stock  (common).  I  only  ask  that  you  forward  5c 
per  share  of  the  new  stock,  or  at  the  rate  of  $5  per  share  on 
your  Tex-La-Homa,  which  money  will  partly  reimburse  me 
for  my  expense  in  organizing  this  company  and  in  securing 
the  options  and  properties  that  I  will  turn  over  to  the 
company. 

None  of  the  preferred  stock  of  the  new  company  is  to  be 
sold  for  less  than  par,  and  it  is  this  preferred  stock  that  will 
provide  the  money  with  which  to  finance  the  company. 
Common  stock  is  in  reality  bonus  stock,  or  promotion  stock, 
or  anything  that  you  may  like  to  call  it.  I  am  banking  on 
its  being  worth  a  very  great  deal  of  money,  and  not  only 
recoup  me  for  the  money  I  may  lose  in  Tex-La-Homa,  but 
also  giving  you  an  opportunity  to  secure,  without  cost  to 
you,  a  stock  that  should  make  you  more  money  during  the 
next  year  than  we  ever  invested  and  lost  in  Tex-La-Homa 
(and  I  don't  think  we  will,  for. there  is  yet  a  great  chance 
for  Tex-La-Homa  to  be  put  back  on  its  feet). 

Now,  I  don't  want  you  to  feel  that  you  are  exchanging 
Tex-La-Homa  "stock  for  the  stock  of  this  new  company. 
That  isn't  the  idea.  1  want  you  to  keep  your  Tex-La-Homa 
stock.  I  am  keeping  mine.  I  am  giving  you  this  oppor- 
tunity to  share  part  of  the  holdings  thait  are  coming  to  me 
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in  this  new  company,  for  the  reason  that  I  believe  this  new 
stock  will  make  you  some  money,  and  will,  in  turn,  enable 
you  to  say  within  a  year  from  today  that  you  never  lost  a 
dol  ar  through  the  house  of  S, 

Don't  get  the  idea  that  I  am  posing  as  a  philanthropist, 
because  I  am  not.  I  am  doing  this  for  purely  good,  selfish 
business  reasons.  If  I  had  the  money  today  I  would  buy 
every  share  of  Tex-La-Homa  stock  that  you  have  and  pay 
cash  for  it — the  full  amount  of  cash  you  paid  for  it — and  I 
believe  that  I  would  be  doing  good  business  by  doing  so. 

I  have  been  in  business  right  here  for  the  past  eleven 
years  and  I  expect  to  be  here  a  great  many  years  more.  I 
certainly  believe  that  your  friendship  and  your  patronage  is 
worth  more  to  me  than  the  amount  of  money  you  invested 
in  the  Tex-La-Homa. 

Now,  if  I  can  lead  this  new  company  to  success,  and  I 
believe  that  I  can  with  the  assistance  of  my  able  associates, 
and  if  I  can  take  this  stock"  I  am  giving  to  you  from  my  own 
personal  holdings  and  make  it  of  real  value  to  you,  then 
regardless  of  the  outcome  of  Tex-La-Homa  you  will  be  unable  , 
to  say  that  you  ever  lost  a  dime  through  the  house  of  S. 

I  am  telling  you  frankly  what  I  can  do,  how  I  will  do  it, 
and  why  I  will  do  it.  I  am  not  even  going  to  suggest  that 
you  take  advantage  of  this  offer  that  I  am  making.  I 
wish  you  would  read  this  letter  over  carefully,  weigh  the 
matter  in  your  own  mind,  and  decide  for  yourself  whether 
or  not  you  wish  to  accept  the  portion  of  my  stock  that  you 
will  be  entitled  to  under  this  arrangement,  at  a  nominal  cost 
to  you,  which  will  merely  represent  a  small  proportion  of  the 
organization  and  incidental  expense. 

Thanking  you  for  past  favors  and  awaiting  your  early 
reply,  I  am 

Yours  very  truly, 

J.  R.  S. 
President. 

Some  time  after  this  letter  had  been  sent  out,  an 
"investment"  house  in  New  York  sent  a  letter  to 
stockholders  of  the  Tex-La-Homa  Company  stating 
that  it  was  reported  to  them  on  good  authority  that 
J.  R.  S.  was  making  valiant  efforts  to  improve  the 
financial  condition  of  the  company.  They  stated 
that  there  was  every  reason  to  believe  that  within  a 
short  time  losses  would  be  made  good  and  dividends 
would  be  resumed. 
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This  New  York  house  also  suggested  that  it  had'for 
sale  a  limited  amount  of  the  preferred  stock  of  the 
Tex-La-Homa  Company  which  had  a  par  value  of 
$100,  but  which  they  would  be  willing  to  sell  to 
common  stockholders  at  the  rate  of  $2.25  per  share,  if 
they  would  purchase  immediately.  It  was  further 
stated  that  the  stock  would  no  doubt  be  "brought  to 
par"  in  the  near  future. 

It  was  represented  by  this  "investment"  house  that 
they  were  fellow  sufferers  in  the  Tex-La-Homa  diffi- 
culties and  that  they  were  now  merely  passing  the 
"good  word"  along,  so  that  a  few  stockholders  who 
had  lost  on  the  common  might  recoup  themselves  by 
buying  a  very  hmited  amount  of  preferred.  For  the 
convenience  of  the  recipient  of  the  letter,  also,  a 
telegraph  blank  was  enclosed,  properly  filled  out  and 
requiring  only  the  signature  of  the  prospective 
customer. 

A  number  of  the  Tex-La-Homa  stockholders  im- 
mediately sent  in  their  order  for  their  "allotment"  of 
the  preferred  stock. 

In  June,  1921,  an  attempt  was  made  to  find  out 
something  more  definite  regarding  the  J.  R.  S. 
Securities  Company  as  well  as  the  Tex-La-Homa  Com- 
pany. In  reply  to  an  inquiry  sent  to  a  well-known 
and  thoroughly  dependable  source  of  information  in 
Kansas  City,  the  following  letter  was  received: 

Kansas  City,  June  18,  1921. 
Dear  Sir: 

I  regret  that  we  cannot  tell  you  much  about  the  inside 
workings  of  the  Tex-La-Homa  Oil  Company.  Mr.  J.  ,R.  S., 
of  the  S.  Securities  Company,  Commerce  Building,  Kansas 
City,  Missouri,  assures  us  that  his  company  lost  heavily 
in  this  company,  which  went  into  the  hands  of  the  receivers, 
and  that  they  are  trying  with  might  and  main  to  recover 
what  is  possible  from  the  company  for  the  benefit  of  stock- 
holders. 

The  S.  Company,  we  understand,  are  putting  through 
some  wells  in  Louisiana  and  it  is  apparently  with  the  idea 
of  interesting  Tex-La-Homa  stockholders  in  the  Louisiana 
proposition  that  they  are  offering  subscriptions.  This  plan 
is  one  which  is  used  by  a  number  of  companies  in  the  oil- 
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promotion  business  who  offer  an  opportunity  to  stockholders 
in  a  new  company  when  they  have  been  losers  in  a  former 
enterprise. 

Of  course,  the  oil  business  as  carried  on  by  promotion 
companies  is  more  or  less  of  a  gamble  and  there  is  no  telling 
until  the  drill  hits  the  oil  sand  whether  your  money  is  lost 
or  not.  Even  if  oil  is  struck,  sometimes  bad  management 
on  the  company's  part,  or  the  greed  of  some  insider,  may 
filch  from  the  company  the  legitimate  earnings  of  the 
stockholders. 

The  attached  bulletin  issued  by  this  Bureau  last  fall  will 
give  you  a  little  idea  of  the  methods  of  promoters  in  the 
oil  business.  One  of  the  big  promoters  cited  in  this  bulletin 
— Mr.  N.  F.  W.,  who  was  connected  with  the  J.  R.  S.  Com- 
pany, has  been  driven  from  this  city,  and  S.  claims  that  W. 
defrauded  him  before  he  got  through  with  W.,  and  had  he- 
known  W.'s  true  character  he  would  not  have  allowed  him 
to  associate  with  his  concern. 

I  regret  that  we  cannot  give  you  any  more  information 
about  Tex-La  Homa. 

There  is  such  a  maze  of  contradictions  about  Tex-La- 
Homa's  affairs  that  we  doubt  whether  anyone  can  with 
certainty,  at  this  stage,  tell  exactly  what  the  standing  of  the 
company  is. 

Questions 

1.  What  is  your  opinion  of  the  original  financing  and 
the  present  position  of  the  Tex-La-Homa  Company? 

2.  What  is  your  estimate  of  the  financial  standing 
of  the  S.  Company? 

3.  Would  you  be  willing  to  "take  a  chance"  on 
any  of  the  stock  above  described? 
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Problem  44 
Advertising  for  Capital 

Out  of  about  100  advertisements  for  "Capital 
Wanted,"  appearing  in  a  prominent  New  York  paper 
on  April  17,  1921,  the  following  are  selected  for  pur- 
poses of  discussion: 

1. — Progressive  fancy  knit-goods  house,  in  order  to 
branch  out,  desires  a  wide-awake  salesman  who  can  invest 
$25,000;  open  for  closest  investigation;  exceptional  oppor- 
tunity. 

2. — Established    concern,    manufacturing    and    selling 
well-known  line  cosmetics,  needs  additional  capital  to  branch 
•  out;  will  consider  offers  with  or  without  active  services. 

3. — Business  Man  with  $5,000  arid  services  wanted  to 
join  inventor  manufacturing  and  selling  meritorious  $5 
appliance;  unlimited  field,  big  demand. 

4. — Sales  Manager — Cigar  manufacturing  concern  need- 
ing additional  capital,  has  an  opening  for  a  party  who  will 
invest  $5,000  to  $10,000;  will  pay  salary  and  10%  on  invest- 
ment; only  capable  man  with  references  need  apply. 

5. — Opportunity — Good  income  on  small  investment; 
publisher  periodical  wishes  to  obtain  $5,000;  will  issue 
preferred  stock  cover  same;  also  guarantee  by  second 
mortgage  on  home  worth  $20,000  above  first  good  bonus. 

6. — Well-Established  business  manufacturing  special 
product  national  in  scope.  Beginning  rapidly  to  attain 
popularity,  desires  additional  capital  with  or  without 
services,  to  handle  the  increased  business;  substantial  profits 
already  shown;  fullest  investigation  asked. 

7. — Partner  or  capital  wanted  to  build  corporation  to 
finance  surprising  novelty;  new  system  to  make  decorative 
painting  like  silk  on  furniture;  best  investment;  enormous 
profits;  no  agents;  sample  furniture  on  exhibition. 

8. — Wanted — Party  with  $100,000  to  finance  patented 
snap  fasteners  used  on  clothing,  gloves,  etc.;  revolutionary 
in  principle,  with  many  advantages  and  big  saving  in  cost 
of  production  over  present  type. 

9.— Advertiser  desires  a  party  who  can  invest  or  furnish 
$50,000  to  develop  and  build  homes  within  the  limits  of  the 
City  of  New  York,  5  to  12  minutes'  walk  to  two  railroad 
stations;  30  minutes  to  Pennsylvania  Station. 
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10. — Moving  Picture  Theatre  on  busiest  street  in 
Boston,  Mass.;  have  thirty-year  lease;  figuring  lowest 
admission  and  highest  expenses,  weekly  net  profits  are  over 
$1,000;  need  one  or  more  with  $100,000  for  renovating; 
I  am  in  N.  Y.  now. 

11. — Unusual  Opportunity — Investor  join  group  to 
finance  corporation  combining  some  of  largest  firms  in 
certain  supply  lines;  merger  assures  excellent  earnings; 
personnel  highest;  endorsed  by  leading  men;  principals  only. 

12. — Manufacturing  Business,  well  estabhshed,  needs 
capital  for  expansion ;  articles  thoroughly  covered  by  patents; 
growing  too  rapid  under  present  working  conditions;  strict 
investigation  invited. 

13. — Corporation  owning  valuable  U.  S.  and  foreign 
patent  rights  on  automatic  machinery  for  important  indus- 
try, desires  investment  of  $5,000  to  $50,000;  take  active 
part  in  business  if  desired;  unlimited  possibilities. 

14. — An  Experienced  Builder  desires  a  party  who  can 
invest  or  furnish  $25,000  to  build  one-family  houses,  30 
minutes  from  Pennsylvania  Station;  building  loans  arranged 
for. 

15. — Wanted,  a  partner  in  a  wholesale  bakery,  with 
$15,000  to  $20,000;  present  drawings  $75  per  week;  $10,000 
yearly  profit;  business  man  only  preferred. 

16. — Wanted  in  a  Legitimate  Real  Estate  Business 
in  Nassau  County,  L.  I.,  partner  with  $10,000  to  $12,000; 
practical  builder  preferred;  advertiser  is  thoroughly  expe- 
rienced and  will  invest  equal  amount;  money  to  be  used 
solely  for  house  construction  and  secured  by  mortgage; 
will  bear  searching  investigation. 

17.— Gentleman  with  capital,  $20,000  to  $30,000,  as 
partner  in  jobbing  business;  must  be  active  and  give  full 
time;  $10,000  required  for  immediate  investment;  balance 
as  needed;  business  is  well  established  and  well  known;  full 
information  only  by  personal  interview;  this  proposition 
will  stand  the  fullest  investigation. 

18. — Food  Products — Manufacturer  highest  grade  food 
products  wishes  gentleman  to  invest  up  to  $15,000  in 
business  for  half  interest  and  working  capital,  preferably 
one  who  is  qualified  to  take  charge  of  finances  and  sales; 
concern  has  been  ten  years  in  the  business,  its  goods  are 
well  known,  but  working  capital  and  experienced  sales 
manager  are  needed;  principals  only. 
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19. — Owner  of  tire  factory  within  200  miles  of  New 
York,  capable  of  producing  about  22,000  tires  this  season, 
wishes  to  meet  party  with  $15,000  who  will  receive  one-third 
interest;  this  money  is  needed  for  operations;  about  one-half 
of  production  is  sold  at  good  profit;  factory  can  clear  about 
$40,000  this  year.  Do  not  answer  unless  you  have  money 
required. 

20. — Executive  Partner  Wanted  for  well-estabHshed 
high-class  specialty  shop  carrying  millinery,  gowns,  and 
wraps,  vicinity  57th  street  and  5th  avenue;  executive 
ability;  reference  and  conscientious  efforts  of  paramount 
importance;  will  bear  complete  investigation  as  to  character, 
experience  and  business  integrity;  investment  of  $30,000 
to  $40,000  required. 

21. — Corporation  (Western  New  York),  an  old-estab- 
lished business,  protected  by  basic  patents,  requires  services 
of  experienced  business  executive,  able  to  finance  new 
selling  corporation  holding  exclusive  contracts,  to  put 
their  product  on  the  market  for  household  use;  unlimited 
market  to  develop  both  here  and  abroad;  only  requires 
introduction  to  become  household  staple;  goods  ready  for 
distribution;  capital  required,  $250,000. 

22. — Well-Established  sales  agency,  controlling"  entire 
factory  outputs  of  two  substantial  products  (one  a  food 
product)  wants  an  active  man,  capable  of  taking  entire 
charge  of  sale  and  distribution  of  the  food  line;  must  have 
$5,000  to  $10,000  to  finance  sales;  right  man  can  secure  half 
interest  in  business. 

23. — Steel  Merchant  and  importer.  Christian,  repre- 
senting American  and  foreign  mills  in  Eastern  States,  many 
years'  clientele,  desires  partner  with  $15,000  to  $25,000 
additional  capital  to  arrange  New  York  stock  in  American, 
British  and  German  steel  specialties;  firm  agencies;  estab- 
lished since  1915;  fullest  confidence  guaranteed  and  asked; 
principals  only. 

24. — Established  leather  goods  house.  Al  selling  force, 
making  soft  fabric  bags  and  novelties,  looking  for  good 
sample  maker  and  all-around  man,  who  can  make  investment 
$3,000  to  $5,000;  wonderful  opportunity  for  right  man; 
will  stand  strict  investigation;  state  experience. 

25. — German  Import  House — Established  import  house; 
best  German  pre-war  connections,  representing  leading 
manufacturers'  staple  lines  in  this  country;  large  credits 
and  consigned  merchandise;  wants  partner  with  $15,000; 
unusual  opportunity. 
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26. — An  Opportunity  to  make  a  good  profit  on  an 
investment  of  $10,000  to  $15,000  for  the  period  of  four 
months;  money  secured  by  merchandise;  orders  on  hand; 
demand  for  merchandise  created  by  using  previously  proven 
and  successful  method ;  quick  action  necessary. 

27. — Wanted — Third  partner  in  newly  established  adver- 
tising business  with  unlimited  possibilities;  $5,000  to  $10,000 
cash;  preferably  man  who  wishes  to  make  an  investment 
rather  than  take  an  active  interest  in  business ;  no  risk. 

28. — Partner  Wanted — Well-known  promoter  requires 
additional  working  capital  for  enlargement  of  his  business; 
an  attractive  proposition  will  be  made  to  one  who  is  capable 
of  making  a  substantial  investment;  best  banking  and  other 
references  exchanged. 

29. — Wanted — Party  with  Considerable  Capital  and 
unquestioned  high  standing  to  help  launch  unique  publishing 
enterprise  susceptible  great  extension  and  large  financial 
returns. 

30. — Is  There  Such  a  Man? — Capable  office  manager 
having  the  following  qualifications:  able  to  earn  $5,000  per 
year;  possessing  vision  sufficiently  broad  to  enable  him  to 
pass  on  nation-wide  credits;  able  to  collect  accounts  and 
keep  customers'  goodwill;  ready  to  invest  $15,000  in  clean- 
cut  manufacturing  business  with  more  than  ordinary  profit 
possibilities;  able  to  become  congenial  associate  with  two 
young  men  who  have  already  invested  over  $75,000  in  cash 
in  business;  no  brokers;  personal  interview  arranged. 

31. — Associate  Wanted — Having  obtained  United  States 
agency  for  the  finest  French  automobile  and  truck  upon 
exceptional  terms,  I  require  the  cooperation  of  a  gentle- 
man or  organization;  $25,000  to  $50,000  required;  trucks 
in  New  York  now;  exceptional  opportunity  for  a  man 
with  vision  who  can  act  quickly. 

32.— Wanted— Wanted  to  borrow  $50,000  on  20,000,000 
feet  of  original  growth  large  yellow  pine,  located  in  the 
vicinity  of  Aiken,  S.  C,  35,000-foot-capacity  saw  mill,  3 
steam  dry  kilns,  electric  lighting  plant,  7  miles  standard- 
gage  logging  railroad,  2  steam  skidders;  low  freight  rate 
to  all  points  from  Norfolk  to  Boston,  which  advantage  is 
sufficient  to  pay  for  this  loan;  will  make  attractive  proposi- 
tion to  party,  loaning  the  money. 

33. — A  Boston  Corporation  furnishing  insurance,  ap- 
praisal, engineering  and  management  service  to  many  high- 
grade  New  England  manufacturers  desires  to  expand  into 
the  New  York  field,  and  requires  services  of  a  really  big 
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business  man,  not  over  35  years  old,  who  can  invest  in 
company  approximately  $50,000,  which  will  secure  a  large 
share  of  control;  business  was  started  six  years  ago  and  has 
doubled  its  income  every  year;  this  i^  an  opportunity  which 
comes  but  once  for  the  right  man. 

34. — Prosperous  Bus  ness,  established  8  years,  supplying 
a  necessary  service  to  the  wealthy  families  of  Manhattan; 
all  cash,  no  credits,  no  losses,  no  debts;  my  net  profits  1920 
25%;  increasing  expansion  compels  my  purchase  of  larger 
building;  I  require  $25,000  additional  money  to  secure  an 
ideal  building  which  I  have  selected;  I  invite  an  associate 
to  join  me;  his  or  her  services  optional;  investment  secured; 
full  particulars,  highest  banking  and  social  references  fur- 
nished acceptable  associate. 

35. — Wanted,  partner  (lady  or  gentleman),  with  services 
and  $5,000  to  $10,000  for  enlarging  long-established  and 
prospering  art  embroidery  and  crochet  beading  trade  school ; 
capital  necessary  for  materials  sold  pupils  during  course; 
lady  now  operating  school  has  long  years  of  practical  expe- 
rience and  many  excellent  ideas  that  with  required  capital 
will  prove  most  profitable;  business  will  stand  strictest 
investigation;  good  income  from  beginning;  business  refer- 
ences given  and  required. 

36. — A  Million  Dollar  chain  store  corporation,  operat- 
ing in  Pennsylvania  and  New  Jersey,  seeks  for  its  Brooklyn 
branch  which  it  is  about  to  establish,  a  plant  manager, 
credit  manager  and  sales  manager;  only  highest  calibre  men 
able  and  willing  to  invest  $5,000  will  be  considered;  we  have 
also  openings  for  several  high-grade  salesmen,  fully  expe- 
rienced, and  who  could  invest  $2,000.  Write,  giving  fullest 
details. 

37. — Man  with  $25,000  to  help  buy  out  retiring  interest 
in  staple  manufacturing  concern  to  fill  position  as  secretary; 
business  controlled  by  young  men;  the  potential  possibilities 
are  very  great;  it  is  necessary  to  have  a  man  associated  with 
the  company  who  has  funds  to  invest,  and  who  may  be 
capable  of  handling  the  financial  development  of  the  work 
as  the  volume  of  business  increases;  we  are  a  very  big  com- 
pany in  the  making;  we  wish  no  replies  from  brokers  or 
professional  introducers;  we  want  a  few  minutes'  audience 
with  a  man  who  can  qualify ;  we  can  prove  up  our  end  to  his 
entire  satisfaction. 

Questions 
1.  After   a   careful   study   of   the   above  financial 
"ads,"  indicate  those  propositions  which  seem  to  you 
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deserving  of  financial  assistance  and  which  you  con- 
sider are  "safe"  propositions.  Indicate  clearly  the 
reasons  for  your  conclusions. 

2.  Under  what  circumstances,  if  any,  is  a  small 
business  concern  justified  in  endeavoring  to  secure 
new  capital  in  this  way? 

3.  Would  you  reach  the  same  conclusions  for  all 
types  of  businesses  and  for  all  stages  in  the  Business 
Cycle? 


F.    EAISING  WOEKING  CAPITAL  BY  THE 

METHODS  COMMONLY  USED  TO 

SECURE  FIXED  CAPITAL 

While  the  following  problems  might  logically  be 
presented  in  the  Chapter  on  Eaising  Working  Capital, 
yet  inasmuch  as  these  methods  of  financing  are  those 
ordinarily  used  for  fixed  capital  financing,  it  is  thought 
best  to  include  them  in  this  chapter.  The  compu- 
tations which  are  called  for  in  the  third  of  these 
problems  will  be  very  valuable  as  a  preparation  for 
analysis  of  the  problems  in  Chapter  V. 

Problem  45 
Selling  Stock  by  the  Company 

The  C.  Rubber  Shoe  Company  found  its  business  at 
a  low  ebb  early  in  1921,  and  being  hard  pressed  for 
working  capital  attempted  to  sell  additional  preferred 
stock  to  the  public  direct.  The  company  achieved 
this  end  by  sending  out  on  a  selling  campaign  many 
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of  its  employees  for  whom  there  was  no  work  in 
the  factory.  Through  the  following  up  of  replies 
to  advertisements,  and  frequently  by  means  of 
house-to-house  canvassing,  the  company  sold  a  con- 
siderable quantity  of  stock,  though  this  would  have 
been  impossible  except  for  the  fact  that  the  concern 
was  well  known  in  the  locality.  This  stock,  paying 
7  per  cent  dividends,  was  sold  to  the  small  investor 
at  par.  The  previous  issue  of  preferred  stock  was 
not  listed  on  any  exchange,  but  from  time  to  time  sales 
were  being  made  on  the  open  market  for  less  than 
80  (par  100.) 

Questions 

1.  From  the  point  of  view  of  this  concern  what  seem 
to  you  to  be  the  advantages  or  disadvantages  of  fol- 
lowing the  policy  outlined? 

2.  Do  you  approve  of  a  company's  selling  its  stock 
directly? 

3.  Will  your  answer  differ  according  to  the  size  or 
age  of  the  concern,  the  kind  of  industry,  or  the  stage 
in  the  Business  Cycle? 

(Reference:     Lough,  Business  Finance,  291-318). 

4.  Would  it  be  easier  for  a  company  to  market  "no 
par  value"  stock  than  stock  having  a  definite  par 
value?     Why? 

5.  Specifically,    what   are   the   arguments    for    or 

against  issuing  stock  with  no  par  value? 

(Refe.'enoes:  Ad'ninistraMon,  January,  1921,  87-91;  Bonbright, 
Railroad  Capitalization,  100-131;  Conyngton,  Financing  an  Enterprise, 
385-400;  Shares  Without  Par  Value,  pablished  by  The  Corporation 
Trust  Company.) 
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Peoblem  46 

Raising  Working  Capital  for  a  Small  Rubber  Tire 

Company  Through  a  Preferred  Stock  Issue  at  the 

End  of  1919 

The  following  notice  of  a  new  preferred  stock  issue 
appeared  in  some  of  the  middle  western  papers  on 
November  6,  1919: 

$2,500,000. 

The Tire  &  Rubber  Company 

Factories:     E.  P.,  Ohio        General  Offices:  Cleveland,  Ohio. 

$2,500,000  7%  Cumulative  Sinking  Fund,  Preferred. 
5,000  shares  No  Par  Common. 

Both  Classes  exempt  from  the  Personal  Property 

Tax  in  the  State  of  Ohio  and  from  the 

Normal  Federal  Income  Tax. 

Par  value  of  Preferred  Stock  $100,  preferred  as  to  assets 
and  dividends.  Dividends  payable '  quarterly,  January, 
April,  July  and  October  1.  Redeemable  at  110  and  accrued 
dividends.  Dividends  on  the  preferred  stock  will  accrue 
from  October  1. 

Capitalization 
(Upon  Completion  of  Present  Financing) 

Authorized     Outstanding 
7%    Cumulative    Sinking    Fund 

Preferred  Stock $5,000,000        $2,500,000 

Common  Stock  (No  Par  Value) .  100,000  shs       100,000  shs 
No  Bonds  or  Mortgages 

We  call  attention  to  the  following  facts  given  in  a  letter 

to  us  from   the   president  of  The Tire  &  Rubber 

Company: 

History — The Tire  &  Rubber  Company  plant  is 

located  at  E.  P.,  Ohio,  with  general  offices  in  Cleveland, 
Ohio.  The  Company  has  been  in  successful  operation 
for  ten  years,  and  manufactures  cord  and  fabric  automo- 
bile tires,  truck  tires  and  inner  tubes  of  the  highest  quality. 
The  growth  of  the  Company  is  evidenced  by  the  increase 
in  net  sales  from  $746,000  in  1912  to  over  $7,000,000 
(3  months  estimated)  in  1919. 

Purpose  of  Issue — The  entire  proceeds  of  this  issue, 
after  retiring  the  old  preferred  stock,  will  be  used  as  working 
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capital,  and  will  be  applied  against  the  Company's  current 
indebtedness. 

Assets — After  giving  effect  to  the  present  financing,  the 
Company's  statement  shows  net  quick  assets  of  $138  per 
share  and  net  tangible  assets  of  SI 93  per  share  for  each 
share  of  preferred  stock.  Quick  assets  amount  to  four  times 
current  liabilities.  The  net  tangible  asset  value  of  the 
common  stock  is  $23.25  per  share.  A  recent  appraisal  made 
by  the  American  Appraisal  Company  shows  the  present 
value  of  the  Company's  plant  to  be  approximately  $458,000 
in  excess  of  the  valuation  carried  in  the  balance  sheet. 

Earnings — The  average  net  earnings,  certified  by  Ernst  & 
Ernst,  for  5  years  and  9  months  ending  August  31,  1919, 
after  Federal  taxes,  and  allowing  for  interest,  have  been 
$503,360,  or  nearly  three  times  the  annual  dividend  re- 
quirements on  this  preferred  stock  issue.  The  estimated 
earnings  for  1919,  based  upon  the  report  of  Ernst  &  Ernst 
for  9  months,  are  $573,980.  After  payment  of  the  dividend 
on  the  preferred  stock,  this  amounts  to  $4  a.  share  for  the 
common  stock. 

Redemption — During  each  year  ending  June  30,  1921, 
1922  and  1923,  2^%  of  the  largest  amount  of  preferred 
stock  at  any  one  time  outstanding  and  annually  thereafter, 
an  amount  equal  to  10%  of  net  earnings  shall  be  redeemed 
at  110  and  accrued  dividend,  by  lot  or  by  purchase  in  the 
open  market.  It  is  provided,  however,  that  such  amounts 
after  1923  shall  not  be  Jess  than  5%  of  the  largest  amount 
of  preferred  stock  at  any  one  time  outstanding. 

Protective  Features — The  preferred  stock  of  the  com- 
pany will  have  the  following  characteristics : 

No  mortgage  shall  be  placed  on  any  of  its  property. 

Net  quick  assets  of  100%  and  net  tangible  assets  of  180% 
of  the  largest  amount  of  preferred  stock  at  any  time  out- 
standing shall  be  maintained. 

Restrictions  regarding  issuance  of  the  remainder  of  the 
authorized  preferred  stock. 

Management — The  present  management  of  the  company 
is  in  the  hands  of  the  same  men  who  were  responsible  for 
its  past  success. 

The  accounts  have  been  audited  by  Messrs.  Ernst  &  Ernst, 
certified  public  accountants. 

[$1,000  and  accrued 

Price,  10  shares  Preferred  Stock]   dividends  on  the 

2  shares  Common  Stock]   Preferred      Stock 

from  October  1. 
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In  this  connection,  it  should  be  explained  that  the 

Tire  &  Rubber  Company  paid  dividends  of 

about  12%  on  the  market  value  of  its  con:mon  stock 
during  1917  and  1918.  After  the  first  quarter  of  1919 
no  further  dividends  were  paid.  During  this  time, 
however,  the  officers  of  the  concern  were  receiving  the 
usual  war-time  salaries,  a  number  of  them  being  paid 
amounts  ranging  from  $20,000  to  $40,000.  The 
amount  of  "old"  preferred  stock  outstanding  was  at 
this  time  negligible. 

Questions 

1.  What  is  your  opinion  of  a  tire  concern  which 
finds  it  necessary  to  secure  working  capital  by  a 
preferred  stock  issue  at  this  time? 

2.  Analyze  critically  the  above  prospectus.  What, 
if  anything,  is  lacking? 

3.  How  do  you  expect  the  finances  of  this  concern 
to  stand  at  the  beginning  of  1921? 


Problem  4? 

General  Problem  in  Alternative  Methods  of  Raising 

New  Working  Capital  for  an  Old  Concern, 

Through  Public  Security   Issues 

The  R.  Company,  well  known  in  New  England,  is  a 
relatively  small  subsidiary  of  a  very  large  and  strong 
national  concern.  It  is  engaged  in  processing  some 
of  the  important  by-products  of  the  parent  industry. 
In  January,  1921,  the  company  furnished  the  following 
financial  statement: 
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Statement  of  the  R.  Company 

January,  1921 

Assets 

Real  estate,  buildings,  machinery,  etc $650,000 

Inventory 800,000 

Accounts  receivable 500,000 

Notes  receivable 50,000 

Cash 150,000 

Liberty  Bonds  (at  market) 10,000 

Russian  and  German  Government  bonds 10,000 

Stocks  and  bonds  of  industrial  companies 50,000 

Prepaid  insurance  and  rent 5,000 

Total 12,225,000 

Liabilities 

Common  stock  (par  $100) $500,000 

Notes  payable  (bank  loans) 800,000 

Accounts  payable 200,000 

Accrued  wages 5,000 

Accrued  local  taxes 10,000 

Reserve  for  bad  debts 20,000 

Reserve  for  decline  in  inventory  value 100,000 

Reserve  for  reduced  value  of  Russian  bonds 8,000 

Reserve  for  reduced  value  industrial  stocks 20,000  ' 

Reserve  for  Federal  income  tax 50,000 

Reserve  for  depreciation  of  plant 150,000 

Surplus  (undivided  profits) 362,000 

Total $2,225,000 

It  further  appears  that  the  net  profits  of  the  R. 
Company  available  for  interest  on  floating  debt,  div- 
idends and  the  like,  over  a  period  of  three  years  have 
averaged  $168,000  per  annum.  The  business  of  the 
company  is  relatively  free  from  seasonal  fluctuations, 
and  is  not  ordinarily  much  affected  by  changes  in  the 
Business  Cycle. 

Exercises 

A.  Set  up  the  Assets  and  Liabilities  of  the  company  as 
shown  on  the  above  balance  sheet  so  as  to  show  in  the 
usual  manner  the  following : — 

1.  The  total  assets. 

2.  The  quick  (or  "current")  assets. 

3.  The  total  net  assets  ("net  worth"). 
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4.  The  quick  (or  "current")  liabilities, 

5.  The  net  quick  (or  "current")  assets  (sometimes  called 

"working  capital"). 

6.  The  total  indelotedness  of  the  company. 

7.  The  book  value  of  the  common  stock. 

8.  Ratio  of  current  assets  to  current  liabilities  ("current" 

or  "quick"  ratio). 

B.  In    the    light    of    your    revised    balance    sheet, 
answer  the  following  questions : 

Qiiesiions 

1.  Does  the  R.  Company  need  any  new  financing? 

2.  Is  the  R.  Company  in  a  position  to  seek  further 
outside  financial  assistance? 

3.  Assuming  that  the  R.  Company  does  need  some 
refinancing,  what  methods  appear  to  be  open  to  it? 


C.  As  a  matter  of  fact,  the  R.  Company  in  the 
spring  of  1921  did  go  to  a  well-known  investment 
banking  house  in  the  city  of  Boston  with  a  view  to 
effecting  some  new  financing  in  order  to  improve  its 
current  position.  The  three  following  alternatives 
were  considered  by  the  investment  house : 

(a)  The  possibility  of  funding  all  the  notes  payable 
(bank  loans)  into  an  unsecured  "debenture"  note  issue 
running  from  ten  to  fifteen  years  at  about  8  per  cent. 

(h)  The  possibility  of  funding  only  one-half  of  the 
notes  payable,  or  $400,000,  by  creating  a  first  mort- 
gage on  the  assets  of  the  R.  Company.  (Why  not  on 
the  "fixed"  assets  only?) 

(c)  The  possibility  of  taking  up  one-half  of  the 
notes  payable  by  the  creation  of  a  first  mortgage  as 
indicated  above  (6),  and  retiring  the  remainder  out  of 
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the  proceeds  of  the  sale  of  preferred  stock  either  to 
existing  stockholders  or  to  new  investors. 

Based  on  the  information  already  given,  what  are 
your  answers  to  the  following  questions : 

Questions 

1.  Which  of  the  proposed  methods  of  financing 
would  leave  the  R.  Company  in  the  strongest  position? 

2.  Which  method  of  financing  do  you  suppose 
would  be  most  feasible? 

3.  Can  you  suggest  any  alternative  methods  which 
seem  to  you  more  satisfactory  than  any  of  the  above? 

4.  In  the  light  of  the  facts  given,  and  your  knowledge 
of  general  conditions,  do  you  expect  that  the  invest- 
ment house  applied  to  for  assistance  decided  to  put 
through  any  new  financing  for  this  concern? 

5.  Assuming  that  the  investment  house  refuses  to 
assist  the  company,  what  steps  should  you  advise  them 
to  take? 

(References:  CoUver,  Greendlinger,  Jones,  or  the  "Introduction' '  to 
Moody's  Analyses  of  Industrial  Securities.) 


CHAPTER  IV 

THE  PROBLEMS  OF  RAISING  FIXED 

CAPITAL  {Continued):    CUSTOMER 

OWNERSHIP  AND  EMPLOYEE 

OWNERSHIP 

WITHIN  recent  years  much  interest  has  been 
shown  in  the  question  of  selling  stock  to  cus- 
tomers and  employees  of  business  concerns. 
Many  public  utility  companies  and  some  industrials 
have  marketed  securities  widely  to  the  users  of  their 
service  or  product.  The  movement  in  favor  of  giving 
the  employee  a  vested  interest  in  the  company  for 
which  he  works  is  even  more  marked. 

The  motives  back  of  this  movement  are  varied. 
However,  the  more  obvious  gains  which  companies  may 
derive  from  these  newer  policies  are  probably  three- 
fold. First,  to  sell  stock  to  customers  or  employees  is 
sometimes  a  comparatively  easy  and  cheap  method  of 
raising  additional  funds.  Secondly,  in  times  when  pub- 
lic agitation  is  frequently  directed  against  business  con- 
cerns, it  may  be  highly  advantageous  to  have  as  wide 
a  distribution  of  ownership  as  possible  and  to  have  as 
stockholders  those  who,  as  customers  or  employees, 
might  otherwise  be  in  a  position  to  work  injury. 
Finally,  the  extension  of  employee  ownership  is  thought 
by  many  to  be  one  of  the  best  methods  for  reducing 
the  prevailing  labor  unrest. 

Some  of  the  plans  of  employee  ownership  now  being 
devised  are  utterly  unsound  from  a  financial  point  of 
view.  To  the  extent  that  they  may  help  the  company 
to  raise  mucl;  needed  funds,  they  may  jeopardize  the 
real  interests  of  the  employees.  On  the  other  hand,  to 
the  extent  that  the  employee's  financial  position  may 
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be  carefully  protected,  he  may  feel  that  he  is  being 
treated  in  a  too  paternalistic  fashion.  Beyond  a  doubt 
there  are  many  difficulties  and  dangers  arising  from 
the  plans  now  being  tried  out.  Some  of  the  more 
important  considerations  are  indicated  by  the  problems 
which  follow.  Very  little  scientific  writing  has  been 
done  on  the  question. 

A.     CUSTOMER  OWNERSHIP 

Problem  48 

Financing  a  Large  Electric  Light  Company 

BY  Selling  Stock  to  Customers 

The  Commonwealth  Edison  Company  of  Chicago, 
having  12,000  shares  of  common  stock  to  sell,  recently 
(1920)  organized  teams  of  salesmen  (voluntarily) 
among  their  employees  outside  of  working  time.  They 
sold  the  entire  amount  in  three  days,  and  by  the  end  of 
the  week  had  sold  20,000  shares.  The  company  now 
has  14,000  stockholders,  mostly  customers. 

No  preferred  stock  has  been  issued,  but  the  bonds 
outstanding  are  about  equal  to  the  common  stock. 
The  company  probably  does  the  largest  electric  light- 
ing business  of  any  in  the  world. 

Questions 

1.  Does  this  indicate  a  strong  financial  position? 

2.  As  a  rule,  would  the  common  stock  of  a  public 
utility  company  be  a  sound  investment  for  the  small 
saver?    Why? 

3.  Does  the  size  or  type  of  public  utility  have  any- 
thing to  do  with  the  question?     Why? 

4.  As  an  investment  for  the  customer,  how  would 
the  common  stock  of  this  company  compare  with  that 
of  a  large  industrial  concerii?  Of  a  small  industrial 
concern? 
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Problem  49 

Financing  a  Small  Light  and  Power  Company  by 

Selling  Preferred  Stock  to  Customers 

A  small  public  utility  company  in  the  West  financed 
itself  largely  by  selling  preferred  stock  to  its  customers. 
As  time  went  on  the  company  was  absorbed  by  a  hold- 
ing company  in  New  York  City.  During  the  "bad 
times"  of  1917-18  the  holding  company  decided  to 
defer  dividend  payments. 

Questions 

1.  Inasmuch  as  the  stock  had  been  sold  to  customers 
and  nearby  residents  as  an  investment  which  was  per- 
fectly safe  for  "widows  and  orphans,"  do  you  consider 
that  this  was  a  proper  method  of  financing,  and  should 
the  dividends  have  been  deferred,  even  though  the 
treasury  of  the  company  was  exhausted? 

2.  Should  you  deem  it  advisable  for  an  industrial 
concern  to  finance  itself  in  the  same  way? 

3.  How  does  this  case  compare  with  the  preceding 
one? 


Problem  50 

Financing  the  Expansion  of  a  Small  Telephone 

Company  Solely  by  the  Sale  of  Common  Stock 

to  the  Users  op  the  Service 

A  small  telephone  system  was  installed  by  a  poor 
but  progressive  citizen  in  one  of  the  towns  of  North 
Dakota.    All  the  service  in  the  beginning  was  performed 
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by  the  owner  and  his  family..  As  calls  came  for  exten- 
sion of  service,  the  owner  refused  to  meet  the  demand 
unless  the  customers  would  buy  shares  of  common  stock 
in  the  business.  In  course  of  time  the  service  was 
gradually  extended  to  an  adjoining  municipality.  The 
customers  had  purchased  enough  common  stock  to 
enable  the  extension  to  be  made  without  incurring  any 
debt. 

Questions 

1.  Do  you  consider  this  a  satisfactory  method  of 
financing? 

2.  Would  it  have  been  a  sound  policy  for  a  small 
industrial  concern  to  follow? 

3.  How  does  this  case  compare  with  the  preceding 
one? 


Problem  51 

Financing  the  Expansion  of  a  Small  Power  Company 

BY  Means  of  Preferred  Stock  Issues  Sold  to 

Customers 

The Power    Company   was    originally    a 

small,  conservatively  managed,  electrical  generating 
company,  having  some  water  power  development  as 
well  as  a  small  steam  plant.  Some  years  ago  a  consoli- 
dation was  effected  with  other  properties  in  the  State 
and  the  ownership  which  had  before  been  largely  local 
began  to  be  widely  scattered. 

A  rather  extensive  construction  programme  was 
attempted  shortly  after  the  consolidation.  More  water 
power  was  secured,  additional  steam  plant  capacity 
was  provided,  and  a  heavy  investment  in  transmission 
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lines  was  incurred  in  order  to  take  care  of  the  new 
business.  Owing  to  the  market  conditions  at  the  time, 
the  additional  capital  needed  for  this  programme  was  se- 
cured largely  by  the  issue  of  bonds,  which,  because  of 
the  excellent  reputation  of  the  concern  in  the  past,  car- 
ried a  very  low  rate  of  interest.  At  the  time  of  the 
consolidation,  some  additional  stock  had  been  issued, 
but  this  was  almost  solely  accounted  for  by  capitaliza- 
tion of  prospective  earnings. 

Due  to  the  unexpectedly  high  costs  during  the  follow- 
ing years,  and  the  refusal  of  the  Public  Utility  Coramis- 
sion  to  allow  a  corresponding  increase  in  rates,  the  com- 
pany for  some  time  has  been  unable  to  pay  dividends  on 
its  common  stock,  part  of  which,  as  previously  indicated, 
was  water.  Yet  in  order  to  hold  their  business,  and  to 
develop  the  new  business  which  seemed  essential  for 
the  future,  it  was  necessary  to  continue  a  moderate 
programme  of  new  construction. 

The  capital  needed  for  this  purpose  could  no  longer 
be  raised  by  bonds,  because  the  earnings  were  not  suf- 
ficiently high  to  allow  the  usual  margin  of  safety.  In 
fact,  it  was  about  all  the  company  could  safely  do  to 
meet  the  interest  on  its  heavy  bonded  indebtedness  and 
to  provide  adequate  reserves  of  different  sorts.  The 
company,  therefore,  managed  to  meet  its  capital  out- 
lays by  selling  preferred  stock  in  small  amounts  to 
people  in  the  territory  served  by  them. 

Recently  it  was  decided  that  the  earnings  could  be 
greatly  increased  by  further  expansions  which  called 
for  a  considerable  capital  expenditure.  In  order  to 
finance  these  extensions,  an  appreciable  amount  of 
additional  preferred  stock  was  again  sold  to  local 
purchasers  to  whom  the  issue  was  described  as  being 
particularly  attractive. 

Questions 

1.  Do  you  think  that  the  policy  of  financing  by 
means  of  preferred  stock  followed  by  this  company 
was  desirable — 

(a)  From  the  point  of   view  of    the   common 
stockholders? 
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(6)  From  the  point  of  view  of  the  bond  holders? 
(c)  From  the  point  of  view  of  the  customers 
and  others  who  purchased  the  preferred  stock? 


Problem  52 

The   Method   by   Which   the  United  Drug   Company 

Originally  Secured  the  Interest  of  Retail 

Druggists 

The  following  eulogy  appeared  in  the  Boston  News 
Bureau  in  February,  1921 : 

"New  England  should  be  proud  of  any  man  who 
by  sheer  energy,  business  ability,  and  enthusiasm, 
builds  within  the  Commonwealth,  over  the  short 
period  of  seventeen  years,  one  of  the  country's 
largest  corporations.  Not  only  that,  but  Louis  K. 
Liggett  manages  and  heads  the  biggest  drug  busi- 
ness in  the  world.  He  is  to  drugs  what  Duke 
was  to  tobacco,  what  Hill  was  to  railroads,  what 
Rockefeller  was  to  oil. 

"Coming  to  Boston  when  a  young  man  with  only 
a  dream,  supported  by  the  qualifications  which 
have  made  America's  captains  of  industry,  he 
launched  into  a  field  which  had  not  been  con- 
quered." 

The  United  Drug  Company  was  first  organized  at 
the  end  of  1902.  Forty  friends  of  Mr.  Liggett  sub- 
scribed $4,000  each,  so  that  the  original  capital  was 
$160,000.  It  was  further  arranged  that  the  company 
would  manufacture  and  sell  drugs  only  to  those  stores 
which  were  preferred  stockholders  of  the  company. 
There  was  to  be  only  one  such  drug  store  in  each 
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town.     Business  was  started  in  1903  with  one  hundred 
fifty  retail  druggists  as  local  stockholders. 

Questions 

1.  Specifically,  what  were  the  real  gains  from  this 
arrangement? 

2.  From  the  financial  point  of  view,  do  you  see  any 
drawbacks? 


Problem  53 
Extending  the  Customer  Ownership  in  the 
United  Drug  Company 

In  referring  to  plans  being  made  for  increasing  the 
sale  of  stock  among  the  retail  druggists  who  purchase 
from  the  United  Drug  Company  as  well  as  to  their 
clerks  and  customers,  President  Liggett  wrote  as  follows 
to  present  stockholders  on  March  18,  1921 : 

I  think  the  most  valuable  idea  that  I  got  from  the  Boots 
Company  in  England  when  we  bought  it  was  the  fact  that 
they  had  40,000  Preferred  Stockholders,  and  that  those 
40,000  were  customers  of  the  Boots  Stores,  who  bought  the 
stock  of  the  Boots  Company  over  the  counters  of  the  Boots 
Retail  Stores.  I  was  astounded  when  this  information  came 
to  light.  They  had  40,000  influential  citizens  throughout 
England  who  were  actively  boosting  the  Boots  business  as 
compared  with  our  having  8,000  Druggist  Stockholders  who 
are  boosting  our  business,  and  approximately  4,000  invest- 
ment stockholders  who  probably,  too,  are  boosting  our 
business. 

At  the  annual  meeting  of  our  Directors,  held  last  week, 
I  discussed  the  situation  with  them ;  I  discussed  the  compari- 
son ;  I  told  them  of  my  plans  for  the  consolidation,  sometime 
later  this  year,  of  Liggett's  International  and  United  Drug 
Company;  I  pointed  out  to  them  what  the  possibilities  of 
this  consolidation  were  going  to  bring  about  from  the  stand- 
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point  of  earnings,  etc. ;  then  I  told  them  that  a  year  ago  the 
stockholders  had  voted  the  Board  of  Directors  the  right  to 
dispose  of  any  unissued  Common  stock  that  was  in  the 
Drug  Company's  Treasury,  and  I  said  to  them,  under  the 
circumstances — what  do  you  think  ought  to  be  done  with 
this  stock?  Should  it  be  offered  to  all  Commc  n  stockholders 
pro  rata,  or  should  it  be  offered  to  the  Rexall  Retail  Stock- 
holder Agents  of  the  Company,  or  should  it  be  sold  to 
bankers?  Their  decision  was  without  hesitancy  and  unani- 
mous that  in  view  of  the  points  that  had  been  made  there 
could  be  no  question  but  that  the  Rexall  Stockholders  should 
have  (and  as  they  expressed  it)  the  immediate  opportunity 
of  taking  this  stock,  not  only  for  themselves,  but  for  their 
clerks,  and  for  their  customers'  interests.  As  one  Director 
said, — "I  want  the  oppo.tunity  of  selling  this  to  a  dozen 
friends  of  mine  because  of  the  influence  in  the  community; 
it  would  help  my  retail  business,  and  help  the  United  Drug 
Company."  Another  one  promptly  said, — "I  want  to  inter- 
est the  Doctors  in  my  town  in  this  stock  because  it  will  mate- 
rially break  down  the  antagonistic  feeling  on  the  part  of  the 
Doctors  toward  the  United  Drug  Company." 

As  a  result,  I  was  authorized  to  immediately  put  through 
the  necessary  formalities  so  that  the  Rexall  Agents  could 
have  the  first  opportunity  to  purchase  this  stock. 

You  know  we  live  by  experience.  I  remember  in  1914, 
right  after  the  war  broke  out,  that  I  offered  the  last  block 
of  stock  in  the  old  Company  to  our  stockholders,  and  it 
was  immediately  oversubscribed.  A  year  and  a  half  later 
every  man  who  bought  a  share  of  that  stock  received  three 
and  one-quarter  shares  in  exchange  for  the  one  share  he 
Jjought,  in  addition  to  his  regular  dividends.  In  other  words, 
if  he  had  sold  his  shares  for  par  he  would  have  taken  a  profit 
of  $225.  That  is  analogous  to  the  present  condition.  The 
United  Drug  Companj^  has  in  its  Treasury  14,723,300  of 
Common  stock  over  and  above  what  it  must  hold  for  con- 
version purposes.  In  my  opinion  there  never  will  be  any 
more  of  this  Common  stock  issued.  Unless  something 
unforeseen  occurs  we  will  be  able  to  bring  about  consolida- 
tion during  this  year  of  all  of  our  interests  under  one  name 
with  this  one  corporation  stocks  issued  and  listed.  We  will 
have  concentrated  our  businesses — manufacturing,  wholesal- 
ing and  retailing  of  all  kinds  in  this  country,  Canada  and 
England,  into  one  big  organization  representing  a  volume 
of  business  in  excess  of  $120,000,000  with  substantia]  profits 
from  it,  and  with  every  indication  and  prospect  of  materially 
increasing  these  profits  over  what  we  have  shown  in  the  past. 

We  are  so  developed  in  our  manufacturing  business,  that 
we  can  take  care  of  the  next  five  years'  growth  without  new 
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buildings  or  more  machinery,  with  a  possible  exception  of 
some  additions  to  warehouses  in  England. 

As  1  see  the  future,  the  more  we  develop  the  plan  of  having 
the  Retail  Druggist  Stockholder,  his  clerks,  and  his  cus- 
tomers, interested  as  investors  in  our  Company,  so  do  I  see 
a  pulling  po-w  er  that  will  make  for  volume  such  as  no  other 
plan  could  accomplish.  This  has  been  working  constantly 
in  my  mind  since  the  day  that  I  discovered  what  Boots  had 
done  toward  interesting  his  customers  in  his  business,  but 
not  until  recently  did  it  occur  to  me  that  we  had  a  way  of 
working  it  out  here.  When  our  consolidation  takes  place  I 
am  going  to  give  you  a  fixed  plan  for  accomplishing  this  in 
yoiu"  own  community.  Can  you  see  the  effect  of  having,  as 
Boots  has,  between  700  and  800  stockholders  surrounding 
each  one  of  his  stores?  What  I  am  suggesting  in  this  letter  is 
the  initial  step  to  make  a  foundation  among  a  few  prominent 
people  in  your  town,  who  will  materially  profit  by  the  con- 
solidation, and  their  interest  will  interest  many  more.  If 
we  are  to  make  a  profit  in  bringing  about  this  consolidation 
that  profit  should  as  far  as  possible  go  into  the  hands  of  those 
who  have  in  the  past,  and  are  now,  suDporting  our  business 
by  their  efforts.     That  is  TRUE  COOPERATION ! 

The  United  Drug  Company  has  for  years  continuously 
paid  its  dividends.  As  an  industrial  it  has  a  record  that  is 
clean  and  wholesome.  It  at  present  pays  8%  per  annum. 
Its  development  in  volume  has  probably  been  second  to 
none.  Its  stock  within  the  last  two  years  has  sold  ia  the 
market  as  high  as  $150  per  share  in  substantial  amounts, 
even  when  it  was  paying  less  dividends  than  it  is  paying 
now.  Its  Common  stock  sold  in  the  market  today  at  $95. 
I  have  been  buying  it  constantly  at  from  .1145  a  share  down, 
and  I  know  that  every  officer  in  the  Company  and  the 
employees  have  been  doing  the  same  thing.  If  you  stock- 
holders collectively  went  into  the  market  in  the  next  month 
to  buy  even  a  million  dollars'  worth  of  our  stock,  let  alone 
$4,700,000,  you  would  probably  force  the  market  up  to 
$125  or  more  per  share. 

The  company  itself  cannot  sell  its  stock  for  less  than  100. 
If  we  were  to  employ  the  bankers  to  sell  it  for  us  we  should 
have  to  pay  them  a  five  per  cent  commission  on  the  par 
value  to  do  it.  What  I  am  proposing  to  do  is  that  you  and 
other  retail  agents  should  act  as  our  agents  in  the  sale  of 
this  stock,  in  place  of  the  bankers,  and  we  will  pay  you  a 
cash  commission  for  your  services  of  $5  per  share  on  each 
share  of  stock  for  which  you  obtain  a  subscription.  In  this 
way,  at  the  same  expense,  our  stock  will  be  placed  with  our 
retail  druggists,  their  clerks  and  friends,  rather  than  with 
investors. 
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The  terms  of  remittance  will  be  25%  on  the  first  of  April 
of  whatever  amount  you  subscribe  to;  15%  on  the  first  of 
May,  and  15%  on  the  first  of  each  month  thereafter  until 
the  stock  is  paid  for. 

I  want  to  close  this  letter  by  saying  that  I  was  never  more 
confident  of  the  future  of  this  business  than  I  am  right  now. 
No  industrial  organization  in  this  country  will  be  able  to 
compare  with  our  growth  in  the  next  five  years  when  our 
full  cooperative  plans  are  developed. 

Believing  as  I  do  that  this  opportunity  will  never  come 
again,  I  strongly  recommend  that  you  take  advantage  of 
it,  and  am  glad  that  you,  your  clerks  and  friends  are  having 
this  chance. 

Under  date  of  April  6,  1921  Mr.  Liggett  again  wrote 
as  follows,  after  the  stock  selling  campaign  was  started : 

I  am  not  thinking  so  much  about  the  money  brought  in 
directly  to  the  Company — that  is  not  it — I  am  thinking 
about  the  increased  business  of  The  Rexall  Stores  whtn 
these  new  stockholders  commence  to  wield  their  iiifiuence 
in  their  communities.  I  wish  it  were  possible  for  me  to 
describe  what  I  believe  their  participation  in  this  last  offer 
of  the  United  Drug  Company  Common  stock  will  mean  to 
them  before  another  year  has  passed,  and  also  what  it  will 
mean  to  The  Rexall  Stores  in  those  towns  from  which  sub- 
scriptions come.  I  know  also,  that  the  new  stockholders 
who  come  in  now  will  get  the  full  benefit  from  the  plans  we 
are  perfecting  and  will  therefore  be  better  boosters  for  your 
business  and  the  Rexall  products  that  you  control.  If 
every  Rexall  Agent  sent  in  as  long  a  list  of  subscriptions  as 
some  have  sent  in,  it  would  be  impossible  to  fill  one-tenth 
of  them  from  the  limited  number  of  shares  in  this  allotment. 
What  I  specially  want  to  impress  upon  you  is,  that  the  stock- 
holders you  now  get  among  your  friends  should  be  the 
representative  people  in  your  communities — people  who  can 
do  you  and  your  business  the  most  good.  These  will  be 
essential  to  the  foundation  of  the  ideal  condition  I  have  in 
mind.  I  do  not  want  a  single  town  in  the  United  States 
where  there  is  a  Rexall  Store  to  be  without  that  foundation 
which  is  required  for  a  tremendous  publicity  campaign  for 
you  personally  and  your  stores. 

I  have  pressed  for  eighteen  years  a  policy  which  I  believe 
to  be  right— COOPERATION— and  nothing  ever  had 
better  support  than  this  policy  has  had  from  the  present 
10,000  Rexall  Agents.  We  have  gone  far  with  it,  but  not 
far  enough.  True  and  thorough  cooperation  in  business 
means  the  manufacture,  distribution  and  consumption  of 


CUSTOMER  OWNERSHIP  175 

trade-marked  articles  with  a  unified  interest,  and  this  we 
propose  to  pursue  until  it  becomes  a  reality,  with  you  con- 
troUing  the  situation  in  your  own  town.  I  have  always 
believed  in  this  policy.  When  I  observed  what  the  Boots 
Company  had  accomplished  by  actual  practice  in  England, 
as  stated  in  my  previous  letter,  I  made  up  my  mind  that  the 
moment  had  come  to  bind  these  businesses  together  for  the 
stockholders  who  stand  as  the  exponents  of  this  broad 
policy,  and  who  will  reap  the  benefits  arising  from  it. 

I  am  told  that  my  recent  letter  to  you  on  this  policy  got 
into  Wall  Street  last  Thursday.  Evidently  some  of  the 
professional  traders  did  not  relish  the  idea  that  the  United 
Drug  Company  stock  is  tightly  held  by  those  interested  in 
the  business,  nor  did  it  seem  to  like  the  plan  to  place  more 
of  it  in  the  hands  of  the  Rexall  Agents,  their  friends  and 
customers,  and  thereby  lessen  the  opportunity  of  these 
professional  bear  traders  to  manipulate  the  market  for  their 
own  benefit.  They  consequently  attempted  a  so-called 
"bear  raid"  and  started  to  sell  the  stock  "short."  They 
offered  it  in  large  blocks  and  hammered  the  price  down  to 
$85  per  share.  Many  of  them  contracted  to  sell  what  they 
did  not  have  to  deliver,  expecting  to  buy  the  stock  cheaper 
than  they  sold  it,  but  when  they  started  to  buy  for  delivery 
they  ran  the  price  back  very  quickly  to  $90  and  then  to 
$95  the  next  day.  I  am  told  that  some  of  them  are  still 
short  and  must  cover  some  time  at  some  price. 

They  find  it  dangerous  to  sell  United  Drug  Common 
"short" — the  floating  supply  is  small — people  buy  our  stock 
to  keep  it  because  they  know  what  we  have  done  in  the  past, 
and  they  have  confidence  in  the  future.  I  have  never 
believed  anything  with  a  stronger  conviction  in  my  life  than 
that  United  Drug  will  repeat  its  past  performances  both  in 
growth  and  earnings  and  will  far  excel  anything  we  have 
yet  accomplished. 

It  doesn't  matter  whether  you  buy  the  stock  in  the  market 
or  from  the  Company — do  whichever  you  want;  but  this  I 
do  know — that  the  offer  I  made  saved  money,  because  if  I 
had  taken  all  the  subscriptions  that  we  have  received  here 
and  bought  the  stock  in  the  market  to  fill  them,  the  stock 
would  have  cost  nearer  $125  and  I  probably  would  not  have 
been  able  to  fill  the  subscriptions  at  that  price. 

In  conclusion,  let  me  say  that  the  United  Drug  Company's 
business  with  its  stockholders  was  nearly  as  large  in  March 
as  it  was  in  January  and  February  combined — I  was  never 
more  confident  of  our  business  for  this  year.  I  cannot 
account  for  our  showing  in  any  other  way  than  that  The 
Rexall  Stores   are  seeing  the  wisdom  of  enlarging  their 
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purchases  from  their  own  Company  on  their  own  controlled 
goods.  Now  you  are  reaping  the  benefits  of  the  exclusive 
agency  on  naerchandise  which  is  not  subject  to  the  smashing 
prices  by  Tom,  Dick  and  Harry.  We  don't  make  a  product 
that  is  not  of  good  value  for  the  money  the  customer  pays, 
and  your  profits  are  protected. 

Liggett's  Retail  Stores  are  ahead  in  March  over  the  same 
month  of  last  year.  Indeed,  I  can  now  see  many  indications 
of  a  big  year  ahead  of  us  with  conditions  improving  every 
day! 

On  June  6,  1921,  a  notice  appeared  in  the  financial 
papers  to  the  effect  that  the  United  Drug  Company 
was  putting  out  an  issue  of  $15,000,000  twenty-year, 
convertible  bonds  at  8  per  cent  interest.  The  purpose 
of  the  new  issue  was  stated  to  be  the  payment  of  short 
time  notes  coming  due  on  June  15  and  the  reduction 
of  outstanding  bank  loans. 

The  indenture  under  which  the  bonds  was  issued 
provided  as  follows : 

(1)  So  long  as  any  bonds  of  this  issue  are  outstanding, 
none  of  the  United  Drug  Company  or  of  its  subsidiaries 
(other  than  the  real  estate  now  mortgaged  as  above  stated) 
shall  be  mortgaged  or  pledged  unless  the  present  issue  of 
bonds  are  equally  secured  with  the  other  obhgations  covered 
by  such  mortgage  or  pledge ;  provided  that  the  company  and 
its  subsidiaries  shall  have  the  right  to  purchase  additional 
property,  subject  to  existing  mortgages,  or  may  mortgage 
or  pledge  any  property  heretofore  acquired,  other  than  its 
quick  assets. 

(2)  The  Company  agrees  that  the  ratio  of  quick  assets  to 
quick  habilities,  as  described  in  the  indenture  (and  including 
the  present  issue  of  bonds  and  the  5)^  year  notes)  of  the 
Company  and  its  subsidiaries,  shall  be  maintained  at  at  least 
125  per  cent.  In  case  such  ratio  is  not  maintained,  no  divi- 
dend shall  be  paid  on  the  Common  stock  of  the  Company 
until  it  is  restored. 

Since  this  date  there  has  been  talk  of  additional 
financing. 

Questions 
1.  Analyze  critically  the  claims  made  by  the  United 
Drug  Company. 
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2.  Do  you  think  it  was  wise  at  the  time  indicated 
for  the  company  to  attempt  to  sell  more  stock  to 
customers  and  employees? 

3.  Do  you  think  the  same  arguments  for  customer 
or  distributor  ownership  in  the  United  Drug  Company 
which  applied  at  its  beginning,  apply  to  the  present 
situation? 

4.  What  is  your  opinion  of  the  stock  selling  methods 
used? 

5.  How  do  you  expect  that  the  future  financial 
experience  of  the  company  will  affect  those  customers 
who  have  recently  increased  their  holdings? 


Problem  54 
Giving  Preferred  Stock  as  a  Bonus  to  the  Customer 

"Two  men  in  New  York  City,  possessing  an  extensive 
knowledge  of  selling  and  a  new  process  for  producing 
after-dinner  confections,  determined  to  finance  a  new 
$50,000  company  on  their  customers'  capital.  Very 
little  equipment  was  needed,  as  the  product  consisted 
of  an  assortment  of  attractive  five-cent  packages,  made 
in  one  shape  and  from  one  substance,  but  possessing 
different  flavors  and  labels.  The  selling  expense,  how- 
ever, would  normally  be  very  high,  and  particularly 
the  cost  of  introducing  the  brand. 

"With  a  few  hundred  dollars,  these  men  first  con- 
tracted for  a  small  quantit}^  of  their  product  from  a 
reputable  manufacturer,  who  supplied  the  product, 
labels,  cartons  and  all,  at  a  stated  contract  price. 
Then  a  small,  but  attractive  prospectus  was  issued  in 
pamphlet  form,  describing  in  glowing  terms  the  advan- 
tages of  the  product  and  the  splendid  business  which 
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the  new  company  would  doubtless  develop.  The 
authorized  capitalization  was  $500,000,  although  the 
promoters  only  expected  to  raise  150,000  in  cash. 

"With  the  samples  and  prospectus  in  hand,  the  two 
men  individually  canvassed  a  portion  of  the  retail 
trade  in  New  York  City.  Their  proposition  to  the 
retailer  was  that  he  should  place  with  them  a  contract 
for  the  confection  equal  to  his  full  annual  requirements, 
at  the  usual  prices  prevailing  for  similar  confections, 
which  were  clearly  no  better  than  the  new  product. 
As  a  consideration  for  doing  so  and  for  ordering  by 
mail  as  required,  thus  avoiding  the  expense  to  the  seller 
of  frequent  sales  calls,  the  retailer  was  to  get  a  full- 
paid  certificate  of  eight  per  cent  preferred  stock,  to 
the  par  value  of  one  dollar,  with  each  ten-dollar  carton 
of  goods  ordered,  in  addition  to  the  usual  quantity 
discount  on  larger  orders.  The  preferred  stock  was 
to  be  delivered  on  payment  of  the  invoice.  All  orders 
were  taken  for  futm-e  delivery,  with  the  exception  of 
the  first  ten-dollar  carton,  which  was  delivered  then 
and  there  upon  an  order  calling  for  payment  within 
ten  days. 

"It  will  be  noted  that  under  this  plan  the  retailer 
was  paying  no  more  than  usual  for  his  goods,  but  was 
receiving  in  addition  a  ten  per  cent  bonus  in  preferred 
stock.  This  made  him  a  stockholder  in  the  new  com- 
pany and  presumably  a  regular  customer.  On  the 
other  hand,  the  new  company  was  giving  away  nothing, 
since  the  preferred  stock  delivered  to  retailers  repre- 
sented merely  the  amount  which  would  otherwise 
have  been  paid  to  retail  salesmen,  or  advertisers,  to 
market  the  product.  The  usual  profit  would  accrue 
to  the  company  from  the  manufacture  and  sale  of  the 
goods.  The  plan  was  based  upon  a  clever  device  to 
reduce  the  expense  of  selling  repeat  orders,  the  saving 
being  refunded  to  the  purchaser  in  capital  stock  to 
insure  his  continued  support.  The  issue  of  stock  under 
these  circumstances  was  equivalent  to  selling  it  for 
cash  and  then  using  the  capital  to  advertise  and  sell 
the  product  of  the  company. 
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"All  stock  was  originally  issued  to  the  two  promoters 
in  exchange  for  the  full  right  to  the  proctess,  names, 
designs,  etc.,  under  which  the  product  would  be  pro- 
duced. The  $150,000  preferred  stock  would  finance 
sales  up  to  $1,500,000,  on  which  the  normal  gross 
profits  to  the  company  were  expected  to  be  $300,000. 
Out  of  this  profit  were  to  be  paid  dividends  on  the 
preferred,  the  cost  of  selling  introductory  orders,  and 
administration  expenses.  It  was  calculated  that 
$100,000  would  remain,  half  for  dividends  on  common, 
and  half  as  cash  capital  donated  by  the  common  stock- 
holders to  finance  the  business.  By  the  time  the 
preferred  stock  would  become  exhausted  the  business 
would  be  established  on  a  profitable  basis,  they  cal- 
culated, leaving  the  company  free  to  increase  the 
capitalization  or  change  the  form  of  their  selling 
contracts,  which  expired  annually." 

(Quoted  from  Walker,  Corporation  Finance,  297-299.) 

Question 
What  is  your  opinion  regarding  the  soundness  of 
this  scheme  and  its  possibilities? 


Problem  55 
A  Novel  Method  of  Selling  Stock  to  the  Customer 

On  May  20,  1921,  the  following  note  appeared  in 
the  Boston  Herald  regarding  the  stock  selling  campaign 
of  a  small  company  recently  formed  to  operate  a 
chain  of  gasoline  filling  stations : 

Giving  away  common  stock  as  a  bonus   is   nothing 

new.     It  has  been  done  by  many  industrial  concerns. 

A  local  brokerage  house  which  is  selling  stock  in    a 
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gasoline  filling  station  proposition  goss  this  one  better 
by  making  the  following  offer  for  $50:  Four  shares 
of  8%  preferred,  par  $10,  three  shares  of  common, 
par  $5,  5  gallons  of  "Socony  Gasoline." 

Of  course,  throwing  in  plenty  of  gas  is  no  innovation 
in  the  stock  selling  game.  This  article  is  a  part  of  the 
stock-in-trade  of  many  security  salesmen. 

Two  or  three  days  later  there  appeared  on  the  finan- 
cial page  of  the  same  paper  a  good-sized  "ad"  in  which 
the  above  note  was  reproduced  in  a  rather  striking 
form  and  backed  up  by  the  following  suggestions: 

Boston  &  Maine  Railroad  for  generat'ons  gave  to  its 
stockholders  free  ride?. 

It  is  common  practice  for  companies  to  seek  to  in- 
terest the  stockholders  in  their  properties. 

The  above  company  wants  its  stockholders  to  pat- 
ronize the  stations  it  owns  at  the  following  lo3ations: 
{Four  different  station!^  are  here  mentioned.)  It  is  a 
satisfaction  when  buying  Socony  Ga?  at  the  lowest 
prices  quoted  to  be  at  the  same  time  earning  divi- 
dends on  j'oui'  own  stock. 

Question 

1.  Do  you  think  that  this  company  should  have  diffi- 
culty in  financing  itself? 

2.  Do  you  agree  with  the  analogy  cited? 


Problem  56 
Getting  new  Capital  foe  an  Automobile  Concern 
BY  Selling  Stock  to  Customers  in  1920 

"An  automobile  manufacturing  company  has  hit 
upon  a  unique  method  of  increasing  its  working  capital, 
while  at  the  same  time  providing  for  an  increase  in 
the  sales  of  its  automobiles.     It  has  been  decided  to 
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sell  2,000  of  what  are  termed  'Ownerships  of  Motors/ 
these  being  apportioned  among  the  various  states  on 
what  appears  to  be  a  population  basis. 

"To  become  one  of  the  so-called  owners  one  has  to 
subscribe  for  twenty-fi^'e  shares  of  8  per  cent  partici- 
pating preferred  stock,  which  participates  in  earnings 
after  dividends  on  the  preferred  and  after  6  per  cent 
has  been  paid  on  the  common.  This  stock  may  be 
purchased  at  $5  a  share,  and  ownership  entitles  the 
holder  to  subscribe  to  seventy-five  additional  shares 
f  f  preferred  stock  at  the  par  of  $5  a  share  at  such 
times  as  the  Board  of  Directors  may  declare  the  books 
of  the  corporation  open  for  further  subscription. 

"The  bearing  of  the  ownerships  to  the  sale  of  cars  is 
bound  up  in  a  clause  in  the  circular  which  states  that 
the  holder  of  a  membership  is  entitled  to  purchase  one 
car  manufactured  by  the  corporation  at  a  discount  of 
20  per  cent  from  the  list  price  at  ariy  time  within  two 
years  from  the  date  of  subscription,  provided  that  at 
such  time  he  shall  have  signified  his  intention  to  take 
up  complete  ownership  by  subscribing  to  seventy-five 
additional  shares.  The  subscription  to  the  first  twenty- 
five  shares  is  payable,  should  it  be  so  desired,  in  four 
instalments,  making  $125  in  all,  but  there  is  a  discount 
of  2  per  cent  to  be  had  for  cash  so  that  the  subscription 
in  this  case  would  cost  $122.50. 

"In  letters  to  prospective  'Owners  of  Motors'  some 
glowing  details  are  set  forth  of  the  earnings  which  auto- 
mobile companies  are  enjoying,  but  there  is  no  specific 
mention  of  what  these  companies'  earnings  amount  to 
with  relation  to  outstanding  stock.  The  situation  is, 
however,  summed  up  in  these  words :  '  In  acquiring  an 
ownership  in  the  corporation  now  you  are  putting  your- 
self in  line  to  share  in  profits  of  this  money  making 
industry  by  an  investment  which  is  safe,  moderate  in 
amount  and  very  easy  to  make.'  From  'safe'  to 
the  end  of  the  sentence  the  words  are  underlined  to 
give  added  force  to  the  statement.  With  the  addi- 
tional capital  to  be  supplied  by  the  2,000  new  owners 
for  the  -immediate  expansion   of   its   business,   it  is 
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asserted  there  is  an  opportunity   for   profit   that   is 
unmatched  today." 

{New  York  Times,  Oct.  23,  1920.) 

Questions 

1 .  What  do  you  think  of  this  method  of  getting  new 
capital,  and  the  arguments  used? 

2.  From  the  point  of  view  of  an  industrial  company, 
is  it  wise  for  customers  in  general  to  buy  stock  as  a 
speculation?    Why? 


Problem  57 

A  Drive  for  Customer  OwNERsmp  in 

A  Chain  of  Lunch  Rooms 

On  January  25  and  26,  1921,  half-page  adver- 
tisements appeared  in  the  Boston  Herald,  inserted  by 
the  president  of  the  Waldorf  Lunch  System.  In  sum- 
mary, the  material  appearing  in  these  advertisements 
was  as  follows : 

Waldorf 

How  Less  Than  2  cents  Profit  Per  Meal 

Built  an  $11,000,000  a  Year  Business. 

A  Real  Opportunity  for  the  Small  Investor. 
Why  I  Want  Waldorf  Customers  to  Share 
in  Our  Proceeds 

There  is  a  great  human  stoiy,  a  business  romance, 
in  how  one  poor  man  with  his  hard  earned  savings  and 
borrowings  from  friends  started  with  only  $1,800  and 
lived  to  see  the  idea  grow  into  the  largest  chain  of  lunch 
rooms  in  the  country,  with  restaurants  in  twenty-eight 
different  cities  and  assets  of  over  $5,000,000 — Waldorf 
System,  Inc. 

The  Waldorf  System  had  its  inception  in  the  found- 
ing of  the  first  Waldorf  Lunch  at  Springfield,  Massachu- 
setts in  1904,  with  an  initial  investment  of  only  $1,800. 

No  such  remarkable  success  would  have  been  possible 
had  there  been  behind  the  project  only  the  thought  of 
profit.  The  foundation  idea  of  the  Waldorf  System, 
Inc.,  was  to  establish  lunch  rooms  of  real  public- service 
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in  providing  the  people  at  large  with  food  of  unquestion- 
able quality,  correctly  and  uniformly  prepared  in  abso- 
lutely clean,  sanitary  kitchens,  at  such  a  price  as  to  place 
it  within  the  reach  of  every  man,  and  woman,  at  a  profit 
of  a  few  cents  a  meal. 

In  the  desire  to  increase  valuable  goodwill  and  to 
estabhsh  closer  relations  with  those  it  serves,  Waldorf 
System,  Inc.,  cordially  invites  every  one  of  its  patrons 
to  become  part  owners  in  this  great  business  by  be- 
coming owners  of  a  small  amount  of  its  common  stock, 
and  thus  share  in  the  profits  which  their  patronage  helps 
to  create.  Waldorf  System,  Inc.,  has  no  common  stock 
to  sell  and  therefore,  obviously,  would  not  profit  or  re- 
ceive one  cent  from  such  a  purchase.  The  stock  may 
be  purchased — like  any  other  stock — in  the  open  market. 

This  company  would  benefit  indirectly  in  turning  its 
customers  into  partners,  so  to  speak,  with  all  the 
natural  increase  in  interest  which  ownership  inspires 
in  a  customer  of  a  business.  This  company,  therefore, 
desires  to  have  its  common  stock  owned  by  thousands 
of  its  customers  in  small  amounts  rather  than  owned  by 
several  hundreds  in  larger  amounts,  as  at  present.  This 
sound  business  pohcy  has  been  advocated  for  years  by 
the  larger  public  utility  companies  which,  like  the 
Waldorf  System,  deal  directly  with  thousands  of  people. 
Further  encouragement  is  given  by  such  companies  to 
have  its  stock  owned  in  small  amounts  by  a  large 
number  of  its  customers.  A  representative  example 
is  the  American  Telephone  &  Telegraph  Company, 
whose  stock  is  owned  by  138,000  different  stockholders.* 
America's  greatest  corporation,  the  United  States 
Steel  Corporation,  is  another  conspicuous  example,  as 
the  profits  of  that  great  enterprise  are  shared  by  nearly 
100,000  people. 

We  have  chosen  thig  particular  time  to  make  this 
announcement,  as  this  period  offers  the  most  striking 
evidence  of  the  desirability  of  an  investment  in  the 
common  stock  of  the  Waldorf  System.  Compare  the 
steady  growth  and  prosperity  of  the  Waldorf  System, 
Inc.,  right  through  the  period  of  business  depression, 
which  in  a  large  number  of  cases  has  entirely  cut  off  the 
dividends  of  some  of  America's  best  known  and  here- 
tofore most  successful  corporations.  The  fundamental 
reason  for  Waldorf  prosperity  is  apparent — people  must 
eat,  however  they  may  restrict  other  purchases. 

The  best  and  safest  investment  will  have  both  stability 
and  steadiness  of  earning  power.  The  present  bus'ness 
♦Stated  to  be  about  200,000  by  the  end  of  August,  1921. 
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period  has  strikingly  shown  that  an  investment  may  be 
both  safe  and  be  in  a  stable  business,  yet  not  possess  a 
steady  earning  power.  It  profits  the  investor  little  to 
have  his  money  in  a  stable  business  if  it  does  not  earn 
money  for  him  steadily.  Compare  the  record  of  the 
thousands  of  investments  (whose  earnings  are  entirely 
cut  off)  to  the  record  of  earnings  of  the  Waldorf  System, 
Inc.,  during  the  same  period  of  business  depression. 

There  are  hundreds  of  people  eating  daily  at  the 
Waldorf  Lunches  who  every  three  months  are  paid  back 
by  the  Waldorf  the  money  they  spent  in  the  meantime 
for  their  lunches.  They  have  found  one  of  the  most 
profitable  methods  of  reducing  the  cost  of  living. 

They  are  the  men  and  women  who  have  put  their 
savings  in  the  common  stock  of  the  Waldorf  System, 
Inc.,  and  own  enough  shares  so  that  the  dividends  they 
have  received  pay  for  their  lunches  the  year  round. 

I  am  taking  this  method  of  talking  to  our  thousands 
of  patrons,  as  a  great  many  of  them  are  not  investors, 
or  are  not  in  touch  with  investment  houses  and  are 
therefore  not  likely  to  know  what  an  unusually  safe  and 
profitable  investment  the  common  stock  of  the  Waldorf 
System,  Inc.,  is. 

The  net  earnings  for  1919  were  at  the  rate  of  $385,467 
a  year.  Although  the  increased  costs  of  provisions 
reduced  the  company's  proceeds  per  meal  during  1920, 
the  new  restaurants  acquired  (30)  and  the  large  in- 
crease in  the  volume  of  business,  with  careful,  efficient 
management,  enabled  the  company  to  show  net  earnings 
at  the  rate  of  $626,703  for  1920.  (There  are  now  89 
restaurants  in  the  chain.) 

In  1919  dividends  on  the  common  stock  were  at  the 
rate  of  10%  per  year,  cash  dividends.  In  the  year  just 
closed,  1920,  there  were  a  cash  dividend  of  10%  and 
two  stock  dividends  of  5%  each.  Based  on  the  present 
outlook,  I  can  see  no  reason  why  future  earnings  should 
not  equal  or  exceed  past  earnings. 

Neither  this  company  nor  its  officers  have  any  com- 
mon stock  to  sell.  It  may  be  purchased  like  any  other 
stock  in  the  open  market,  through  any  stock  exchange 
member.  The  market  price  is  shown  daily  on  the 
Boston  Stock  Exchange. 

If  you  have  no  broker  connection,  or  if  you  are  not 
familiar  with  investment  matters,  I  shall  be  glad  to  ad- 
vise you  of  the  name  of  some  responsible  investment 
house  through  which  you  can  buy  Waldorf  common 
stock.  I  shall  welcome  you  as  a  part  owner  of  this  busi- 
ness, no  matter  how  few  shares  you  can  buy.    And  you'll 
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have  the  satisfaction  of  having  your  money  invested 
in  a  business  that  has  proved  safe. 

Questions 

1.  What  seems  to  you  to  be  the  real  purpose  of  this 
advertising? 

2.  Analyze  the  apparent  strength  or  weakness  of  the 
Waldorf  Company  at  present? 

3.  Do  you  agree  with  the  arguments  presented  by 
the  president  of  the  company? 

4.  Is  "customer  ownership"  of  a  restaurant  of  any 
real  advantage? 


B.    EMPLOYEE  OWNERSHIP* 

Problem  58 
Some  Typical  Methods  of  Promoting 
Employee  OwNERsmp 

The  following  instances  of  selling  stock  to  employees, 
many  of  which  have  been  publicly  noticed,  show  the 
recent  tendencies  toward  employee  ownership.  These 
cases  have  been  selected  at  random  for  purposes  of 
discussion. 

A.  The  United  States  Steel  Corporation 
The  United  States  Steel  Corporation  announced  yester- 
day that  the  annual  stock  offering  to  employees  would 
be  made  this  year  at  $81  a  share,  the  lowest  price  at  which 
the  shares  have  been  put  out  since  1914,  when  the  offering 
price  was  at  $57  a  share.    The  highest  price  was  in  1917, 

*There  are  really  no  worth-while  references  on  this  topic.  Some 
help  may  be  gained  on  one  aspect  of  this  subject  by  consulting  "Profit 
Sharing;  Its  Principles  and  Practice"  by  Burritt,  Dennison,  Gay,  et  at., 
pp.  199-234.     See  also  suggestions  on  page  197,  infra. 
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when  the  subscription  was  available  at  $107  a  share,  and 
last  year  the  offering  was  made  at  $106.  The  number  of 
shares  taken  in  1920  was  the  largest  on  record,  totaling 
167,407,  and  the  subscriptions  of  1919  totaled  156,680  shares, 
when  the  100,000  mark  was  crossed  for  the  first  time  in  the 
history  of  the  corporation.  It  is  expected  that  the  present 
subscription  will  take  at  least  175,000  shares  and  possibly 
cross  the  200,000  point,  since  the  price  is  low  as  compared 
with  recent  years. 

An  employee  of  the  corporation  who  subscribed  for  every 
offering  of  common  stock  and  who  took  his  subscription  this 
year  would  find  that  the  average  price  of  his  shares  was 
slightly  in  excess  of  $79.  It  was  the  custom  of  the  Steel 
Corporation  in  its  earlier  years  to  offer  employees  the  right 
to  subscribe  to  preferred  stock,  but  no  allotment  of  preferred 
was  made  available  after  1914.  The  lowest  price  at  which 
the  common  stock  has  ever  been  offered  was  in  1909,  when 
the  figure  was  $50  a  share. 

So  far  as  the  offering  this  year  is  concerned,  it  conforms  in 
every  way  with  the  offerings  of  the  past,  except  as  to  price. 
The  employees  have  the  privilege  of  subscribing  to  stock  in 
proportion  to  their  salary,  those  receiving  $795  or  less  being 
entitled  to  take  one  share,  and  those  with  a  salary  between 
$19,000  and  $32,000  being  entitled  to  fifteen  shares.  Pay- 
ment for  the  stock  may  be  made  monthly  over  a  period  of 
three  years.  There  is  a  $5  a  year  bonus  for  a  period  of  five 
j'ears  that  goes  with  each  share  of  stock  held  continuously 
by  a  subscriber  for  that  time.  This  cuts  down  the  actual 
outlay  of  cash  by  the  subscriber  by  $25."     (January  1921.) 

B.     The  General  Electric  Company 

A  special  meeting  of  the  stockholders  of  the  General 
Electric  Company  has  been  called  for  the  purpose  of  voting 
upon  a  proposition  to  authorize  the  sale  of  shares  in  the 
company  to  employees.  C.  A.  Coffin,  chairman  of  the  board 
of  the  company,  in  sending  out  the  call  for  the  special  meet- 
ing, says  that  it  has  long  been  the  view  of  the  directoi's  that 
ownership  of  stock  by  employees  is  greatly  to  be  desired, 
both  as  a  means  of  investing  their  savings  and  of  creating 
a  direct  and  personal  interest  in  the  company's  welfare. 
The  amount  of  stock  it  is  proposed  to  sell  the  employees  is 
not  to  exceed  50,000  shares. 

In  the  letter  accompanying  the  call  for  the  special 
meeting  Mr.  Coffin  says,  in  part: 

Acquisition  of  such  stock  by  employees  in  a  large  way  is 
not  practicable  except  through  some  plan  permitting  the 
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purchase  upon  instalment  payments.  Until  recently  it  has 
not  been  possible  for  your  company  to  adopt  such  a  plan  for 
the  reason  that  stock  was  not  available  for  this  purpose. 
But  under  the  New  York  Stock  Corporation  law  as  amended 
in  1919,  a  corporation  now  may,  with  the  consent  of  its 
stockholders,  sell  stock  to  its  employees. 

It  is  under  the  provisions  of  this  statute  that  you  are  now 
asked  to  vote  authority  to  the  Directors  to  sell  not  more 
than  50,000  shares  of  the  authorized  and  unissued  capital 
stock  to  the  company  to  its  employees. 

It  is  proposed  that  the  subscription  price  shall  be  sub- 
stantially the  market  price  at  the  time  the  offer  is  made, 
payment  for  the  shares  to  be  made  by  periodical  deductions 
from  the  payroll.  In  order  that  all  complexity  and  detail 
shall  as  far  as  possible  be  avoided,  there  will  be  no  allowance 
or  adjustment  for  interest  either  on  payments  made  or  on 
unpaid  balances;  but  upbn  completion  of  the  subscription 
payments  the  company  will  give  a  credit  to  the  employee 
which  shall  represent  approximately  the  net  return  had  he 
been  an  actual  holder  of  the  stock  and  had  received  the 
dividends  thereon  from  the  date  of  his  subscription. 

It  is  proposed  that  an  employee  whose  subscription  is 
canceled  because  of  illness,  unemployment  or  other  reason 
may  receive  back  the  money  deducted  from  his  pay  with 
interest  at  the  rate  of  6  per  cent  per  annum. 

Certificates  of  stock  will  not  be  delivered  until  completion 
of  subscription  payments.  (January,  1921.) 

C.     The  Eastman  Kodak  Company 

The  adoption  of  plans  under  which  employees  are 
given  a  chance  to  purchase  stock  is  now  being  contemplated 
by  a  number  of  large-  and  medium-sized  concerns  in  all 
parts  of  the  country.  These  will  be  interested  in  one  of  the 
most  successful  employee  stock  subscription  plans  which  has 
come  to  notice,  that  of  the  Eastman  Kodak  Company, 
Rochester,  N.  Y.  In  July,  1919,  it  is  stated,  this  company 
extended  to  the  wage  earning  and  salaried  emoloves  in  the 
service  of  the  company,  or  in  any  of  its  all'ei  compan'es, 
at  the  time  the  application  for  shares  was  made,  the  privilege 
of  buying  a  prescribed  number  of  shares  of  stock  at  par. 
Of  the  amount  set  a  ide  for  distribution,  Mr.  Eastman 
donated  10,000  shares  of  common  stock,  par  value  $1,000,000, 
and  the  company  set  aside  the  same  number  of  shares  of  like 
value.  At  the  time  this  stock  was  set  aside  the  company's 
stock  was  quoted  at  600.  Both  Mr.  Eastman  and  the  com- 
pany reserve  the  right  to  reject  the  apphcation  of  any  em- 
ployee to   participate   in  their  respective  donations.     The 
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money  realized  from  sale  of  the  stock  donated  by  j\Ir. 
Eastman,  as  well  as  the  interest  on  unpaid  balances,  is 
turned  over  to  the  company  to  be  used  in  welfare  work  for 
the  employees  and  administered  under  rules  and  regulations 
mutually  agreed  upon  by  Mr.  Eastman  and  the  board  of 
directors.  Employees,  who  on  January  1,  1918,  had  served 
continuously  for  two  years  or  more,  but  not  five  years,  are 
permitted  to  purchase  an  amount  of  stock  equal  to  2  per 
cent  of  the  total  salary  or  wages  earned  in  five  years  of  con- 
tinuous service.  Applications  to  participate  are  entireh- 
voluntary.  By  applying  for  shares  the  emp'oyee  assumes  no 
debt.  He  may  pay  the  whole  par  value  of  his  shares  at  once, 
or  may  make  payments  thereon  from  time  to  time,  as  may 
be  convenient,  or  he  may  pay  for  the  shares  by  means  of 
the  dividends  received  thereon  by  the  managers  from  the 
company. 


D.     The  Montana  Power  Company 

The  Montana  Power  Companj^  is  offering  its  common 
stock  for  subscription  to  employees  at  $53  a  share  on  terms 
of  20%  of  the  purchase  price  down,  and  20%  thereafter 
annually.  The  previous  offering  of  stock  to  employees  about 
eight  months  ago  was  at  $60  a  share.  (1920-1921). 


E.     The  j\Iidvale  Steel  b'  Ordnanee  Company 

Midvale  Steel  &  Ordnance  Company  is  offering  officer? 
and  employees  opportunity  to  subscribe  for  not  to  exceed 
an  aggregate  of  6000  shares  at  $35  per  share.  About  a 
year  ago  it  offered  employees  and  officers  privilege  to  sub- 
scribe to  8000  shares  at  $50  per  share.  The  quota  was  over- 
subscribed by  6046  shares.  (Early  in  1921). 


F.     A  Rubber  Company 

The Rubber    Company  organized  a 

Thrift  Club  among  its  employees  for  the  purpose  of 
enabling  them  to  purchase  preferred  stock  of  the  com- 
pany if  they  so  wished  to  do.  In  accordance  with  the 
plan  adopted,  the  amount  agreed  upon  beforehand  was 
deducted  from  the  weekly  wage  of  the  employee  and 
put  on  deposit  in  the  "Thrift  Bank"  until  a  sufficient 
amount  was  saved  to  enable  the  employee  to  purchase 
one  share  of  preferred  stock. 
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G.     The  Standard  Oil  Company 

The  subscription  price  to  Standard  Oil  of  New  Jersey 
common  stock  by  employees  during  1921,  has  been  fixed 
at  155  by  the  Trustees  for  employee  stock  purchase  plans. 
This  is  the  first  price  fixed  under  the  recent  pla'n  for  stock 
ownership  by  employees  with  assistance  of  the  company. 
The  last  sale  of  stock  on  the  Ex'change  was  160}/^. 

Initial  payments  commence  with  the  first  pay-day  in 
February  and  will  continue  for  a  period  of  five  years  unless 
sooner  terminated.  The  plan  provides  that  employees  can 
subscribe  for  stock  up  to  20%  of  their  salary,  and  for  every 
dollar  so  subscribed  the  company  will  pay  an  additional  SOji. 

(January  28,  1921.) 

Questions 

1.  Analyze  critically  these  different  plans  of  employee 
ownership. 

2.  Summarize  the  chief  features  of  each  plan  for 
comparative  purposes. 

3.  Indicate,-  with  your  reasons,  which  plan  or  plans 
seem  to  you  best  (a)  immediately,  (6)  in  the  long  run, 

i.  From  the  point  of  view  of  the  industry  itself. 
ii.  From  the  point  of  view  of  the  employee, 
iii.  From  the  point  of  view  of  the  public. 

4.  Do  you  think  that  any  of  the  companies  above 
listed  go  too  far  or  not  far  enough  in  the  matter? 

5.  What  effect  do  you  think  that  employee  ownership 
will  have  on  the  profits  of  the  concerns  in  question? 

6.  What  seem  to  you  to  be  the  real  reasons  for  the 
company's  encouragement  of  employee  ownership  in 
the  above  cases?    Distinguish  the  individual  instances. 

7.  Do  you  attach  any  particular  significance  to  the 
fact  that  many  of  these  schemes  were  being  more 
actively  promoted  in  1920-1921  than  ever  before? 

8.  Is  employee  ownership  more  to  be  desired  in  a 
public  utility  or  in  an  industrial  concern?    Why? 

9.  Should  an  employee  take  any  speculative  risks 
in  this  matter? 

10.  As  an  employee,  indicate  whether  you  would  sub- 
scribe to  the  stock  of  the  above  concerns,  giving  your 
reasons  in  each  case. 
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Problem  59 
Employee  Ownership  in  Two  Old  and  Highly 
Successful  Manufacturing  Concerns 

A.      The  Dennison  Manufacturing  Company 

The  Dennison  Manufacturing  Company  of  Framing- 
ham,  Massachusetts,  is  engaged  in  the  manufacture  and 
distribution  of  tags,  labels,  paper  boxes  and  many  other 
paper  products  and  novelties.  The  company,  dating 
back  to  1844,  has  always  stressed  "quality"  and  fair 
dealing.  In  order  to  make  the  business  successful,  it 
must  require  from  its  managers  and  workers  long 
training  in  detail,  concentration  of  effort,  and  peculiar 
natural  aptitude.  One  of  the  reasons  for  its  success 
has  been  its  ability  always  to  get  a  new  idea  or 
product  on  the  market  ahead  of  its  competitors. 

The  Dennison  Company  operated  as  a  partnership 
until  1878,  since  which  time  it  has  been  organized 
as  a  corporation.  In  1911,  however,  an  important 
change  in  organization  was  made  leading  to  re-incor- 
poration. Regarding  this  change,  the  company  writes 
as  follows: 

The  chief  motives  which  led  us  to  re-incorporate  the 
Dennison  Manufacturing  Company  in  1911  in  the  form  of  an 
Industrial  Partnership  were:  first — to  provide  a  better  means 
of  distribution  of  whatever  profits  there  might  be  in  excess 
of  a  fair  return  on  capital;  second — to  make  ceitain  that  the 
voting  power  would  always  remain  in  the  hands  of  those 
intimately  acquainted  with  the  Company's  affairs.  From 
the  early  days  of  the  Company,  stock  has  been  offered  to 
employees  at  a  figure  below  its  actual  value,  but  this  plan 
proved  insufficient,  unsatisfactory  and  unfair  in  many  ways. 

Actually,  the  Dennison  Manufacturing  Company  is— 
as  the  name  of  its  voting  stock  suggests — not  a  normal 
financial  corporation,  but  a  true  industrial  partnership. 

In  so  far  as  its  corporate  fund  is  the  property  of  investors, 
it  is  in  the  form  of  preferred  stock,  which  gives  to  its  owners 
a  fixed  return,  representing  interest  and  compensation  for 
risk.  But  this  preferred  stock  gives  no  share  either  in  the 
net  profits  or  in  the  control  of  the  corporation.  The  investors 
are  in  the  position  of  lenders  and  not  in  any  sense  a  part  of 
the  body  corporate. 
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Each  year,  the  profits  remaining  after  dividends  on  all 
outstanding  stock  of  any  kind  have  been  paid  are  re-invested 
in  the  business  and  against  this  investment  shares  of  stock 
are  issued  called  Industrial  Partnership  Stock. 

Two-thirds  of  this  stock  is  voting  stock  and  issued  to  the 
Managerial  Industrial  Partners  in  proportion  to  their  rela- 
tive salaries.  These  are  the  managerial  employees  of  the 
company — employees  who  have  been  with  the  Company 
at  least  5  years,  and  whose  positions  require  the  exercise  of 
managing  ability  and  control  over  methods  of  manufacturing 
and  marketing,  such  as  an  executive,  principal  foreman,  chief 
clerk,  or  principal  salesman;  or  whose  work  shows  the  use  of 
a  high  degree  of  imagination,  tact  or  business  judgment. 

Since  this  is  the  only  voting  stock,  the  entire  control  of  the 
Company  is  in  the  hands  of  the  managerial  employees,  and 
since  this  stock  is  non-transferable  and  must  be  exchanged 
for  second  preferred  stock  when  an  Industrial  Partner  leaves 
the  Company,  the  control  will  always  remain  exclusively  in 
their  hands.* 

The  remaining  one-third  of  the  Industrial  Partnership 
stock  is  non-voting,  and  is  distributed  among  the  Employee 
Industrial  Partners  in  relation  to  the  length  of  their  service. 
These  consist  of  all  employees  other  than  the  managerial 
industrial  partners,  who  have  been  over  three  years  with 
the  company.  All  employees  who  have  been  with  the  Com- 
pany long  enough  to  have  become  thoroughly  identified  with 
it,  thus  share  in  the  profits  of  the  Company. 

Cash  Dividends  on  Industrial  Partnership  Stock  cannot 
exceed  20%,  and  cannot  amount  to  more  than  one-half  of 
the  profits  remaining  after  Preferred  Dividends  are  paid. 
This  will  make  it  certain  that  new  men  will  always  receive 
stock  if  profits  have  been  earned  and  that  some  of  the  earn- 
ings will  be  put  back  into  the  business. 

But  if  I.  P.  Stock  is  to  be  issued  in  any  year,  there  must 
be  paid  a  cash  dividend  of  at  least  5%  upon  the  I.  P.  Stock 
already  outstanding,  so  that  there  will  not  be  successive 
issues  of  stock  upon  which  no  cash  is  realized. 

The  exact  amount  of  the  profits  need  not  be  issued  in  I.  P. 
Stock  each  year,  but  if  desirable,  part  may  be  held  as  tem- 
porary surplus  in  a  Surplus  Account,  which  must  not  exceed 
10%  of  the  amount  of  all  kinds  of  stock  outstanding  and 
must  be  materially  reduced  at  least  once  in  eight  years. 

Since  its  establishment  the  results  of  the  Industrial 
Partnership  plan  have  been  as  follows: 

*Except,  of  course,  when  the  control  is  transferred  to  the  preferred 
stockholders  in  the  case  of  foreclosure  for  failure  to  pay  dividends. 
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Number  of 
Shares  Distributed     Principal  Employees 

March,  1913 15,122  167 

March,  1914 18,604  211 

March,  1915 12,779  218 

March,  1916 12,884  228 

March,  1917 43,752  260 

March,  1918 19,015  288 

March,  1919 30,740  320 

March,  1920 57,363  364 

Average  cash  dividend  rate  on  outstanding  I.  P.  stock 
10  per  cent. 

B.  The  Studebaker  Corporation 
The  Studebaker  Corporation  dates  from  1852,  and 
was  incorporated  in  its  present  form  in  1911.  Begin- 
ning as  a  maker  of  vehicles,  the  concern  has  developed 
into  one  of  the  most  successful  automobile  companies 
of  the  United  States. 

The  following  plan  of  employee  ownership  is  followed 
by  the  Studebalcer  Corporation: 

In  addition  to  the  plans  under  which  regular  employees 
receive  anniversary  checks,  annual  vacations,  pensions  and 
life  insurance,  the  directors  offer  this  opportunity  whereby 
employees  may  become  co-partners  in  the  business,  and  share 
to  a  still  greater  extent,  as  stockholders,  in  the  profits  re- 
sulting from  its  operations.  The  directors  believe  that  a 
large  increase  in  the  number  of  employee  stockholders  will 
develop  the  relation  of  co-partnership  in  its  broadest  sense 

The  plan  is  as  follows : 

1.  Continuous  service  is  necessary  to  entitle  employees 
to  purchase  stock  of  the  corporation  under  the  liberal  terms 
of  this  plan,  although  absence  of  thirty  days  or  less  due  to 
sickness,  vacations,  suspension  of  operations,  or  leave  of 
absence  will  not  be  regarded  as  interruptions  of  continuous 
service.  Absences  without  leave,  aggregating  six  full  working 
days  or  more  in  employee's  anniversary  year,  will  operate  as 
a  rupture  of  continuous  service.  Employees  who  have  been 
absent  in  the  war  service  will  not,  therelay,  affect  their  con- 
tinuous service  record. 

2.  Employees  who  have  been  in  the  service  of  the  cor- 
poration for  three  months  or  more,  may  have  common  or 
preferred  stock  purchased  annually  for  them  by  the  corpora- 
tion for  their  account,  in  an  amount  not  exceeding  Three 
Hundred  ($300)  Dollars  market  value  of  the  stock  at  the 
time  of  the  purchase,  and  in  the  aggregate  not  exceeding 
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five  (5)  shares  of  stock,  but  in  neither  case  to  exceed  twenty 
per  cent  (20%)  of  their  annual  rate  of  earnings. 

3.  Applications  for  purchase  of  stock  must  be  accompa- 
nied by  an  initial  payment  of  10  per  cent  of  the  estimated 
purchase  price,  and  the  remaining  40  per  cent  thereof,  which 
is  payable  by  employees,  must  be  paid  in  four  years  in  in- 
stalments of  one-fifteenth  of  the  amount  every  three  months 
after  the  date  of  purchase. 

4.  The  corporation  will  fully  absorb  the  remaining  50 
per  cent  of  the  cost  of  the  stock  (provided  employees  keep 
up  their  payments  and  remain  in  its  service  continuously  for 
four  years),  by  crediting  employee's  accounts  every  three 
months  with  one-sixteenth  of  its  half  of  the  cost  of  the  stock 
purchased. 


6.  From  the  above  table  {here  omitted)  it  will  be  seen 
that  should  an  employee  withdraw  from  this  plan  on 
September  1,  1922,  after  two  years'  participation,  he  would 
have  paid  $31.36,  and  his  credit  from  the  corporation  would 
be  $25.04,  making  a  total  of  $56.40  against  the  original  cost 
of  the  stock,  viz.:  $100.00  leaving  an  unpaid  balance  of 
$43.60.  He  could  pay  this  balance  and  receive  his  stock  or, 
if  he  so  desired,  he  could  order  his  stock  sold  at  the  then 
prevailing  market  price,  and  receive  cash  for  the  balance  to 
his  credit.  If,  for  example,  the  stock  was  sold  for  $110.00 
per  share,  he  would  receive  $66.40,  which  would  be  the 
$31.36  which  he  had  paid,  plus  $35.04  consisting  of  $25.04 
in  credits  from  the  corporation,  and  $10  in  profit  from  the 
sales  of  the  stock. 

7.  All  stock  purchased  under  this  plan  will  be  charged  to 
employees'  accounts  at  cost,  and  interest  will  be  charged 
quarterly  at  the  rate  of  6  per  cent  per  year  on  the  unpaid 
balance  of  the  purchase  price,  after  deducting  payments 
by  employees,  and  credits  by  the  corporation.  All  cash 
dividends  (and  stock  dividends  paid  on  the  common  stock) 
will  be  credited  to  the  accounts  of  employees  and  the  excess 
of  dividend  credits  over  interest  charges  will  act  as  a  reduc- 
tion in  the  amount  of  the  final  payment  to  be  made  by  em- 
ployees in  the  last  year. 

8.  Stock  certificates  purchased  for  the  account  of  em- 
ployees will  be  held  by  the  corporation  in  its  name  until  the 
expiration  of  the  fourth  year,  when,  if  payments  are  com- 
pleted, they  will  be  delivered  to  employees. 

9.  Fractional  shares  will  not  be  purchased  for  employees 
or  delivered  to  them  upon  settlement  of  their  accounts. 
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10.  Employees  will  not  be  allowed  to  assign  or  transfer 
their  rights  to  stock  undelivered  under  this  plan,  which  rights 
are  personal  and  contingent  upon  continuous  service. 

11.  As  participation  in  this  plan  is  voluntary  and  in  no 
way  compulsory,  employees  may,  at  any  time,  withdraw 
from  participation,  in  which  event  the  credits  by  the  cor- 
poration will  cease  as  of  the  quarterly  date  preceding  with- 
drawal, and  will  be  forfeited  altogether  if  the  withdrawal  is 
made  inside  of  six  months  from  the  date  stock  was  purchased. 
Employees  who  withdraw  within  six  months,  shall  receive 
the  actual  amount  paid  in  by  them,  without  deductions  or 
additions.  Employees  who  withdraw  after  six  months  may 
either — (1)  pay  the  balance  due  on  the  purchase  price  of 
their  stock  and  receive  stock  certificate,  or  (2)  authorize  the 
sale  of  stock  held  for  them  at  the  prevailing  market  price, 
and  receive  in  cash  the  balance  due  them,  if  any,  consisting 
of  the  difference  between  the  orginal  cost  of  the  stock,  plus 
interest  charges,  and  the  payments  by  employees,  credits  by 
the  corporation,  dividends,  and  sales  proceeds  of  their  stock. 
Employees  withdrawing  from  the  plan  shall  not  be  permitted 
to  renew  participation  within  one  year  thereafter. 

12.  Employees  who  resign  or  are  dismissed,  or  who  fail 
to  maintain  their  instalment  payments  when  due,  will  auto- 
matically be  withdrawn  from  the  plan  on  the  same  basis  as 
above  provided  for  voluntary  withdrawal. 

13.  In  the  event  of  death  of  a  participating  employee,- 
his  heirs  or  legal  representatives  may  pay  the  balance  due 
on  his  stock,  either  in  full  or  in  instalments,  and  receive 
stock  certificates,  or  may  authorize  its  sale  on  the  terms 
herein  provided  for  voluntary  withdrawals. 

In  a  letter  regarding  this  plan  of  employee  owner- 
ship, President  Erskine  of  the  Studebaker  Corporation 
writes  as  follows  under  date  of  July  8,  1921: 

The  rewards  paid  the  men  are  for  value  received,  and  in 
no  sense  may  be  considered  charity  or  welfare  distribution. 
We  do  not  like  these  words,  and  the  men  resent  them.  We 
claim  that  experienced  employees  are  more  valuable  than 
inexperienced  ones,  and  that  we  can  afford  to  pay  for  this 
value.  The  payments  under  these  plans  are  fixed  charges 
of  operating  the  business,  and  come  before  dividends  to 
stockholders.  This  year  the  aggregate  payments  will  ex- 
ceed $2,000,000.  We  have  had  the  plan  in  effect  since 
September  1,  1919,  and  are  very  much  pleased  with  the 
results  accomplished.  Our  labor  turnover,  at  all  plants,  for 
the  first  five  months  of  this  year  was  5.6%  against  108.9% 
last  year,  and  while,  of  course,  the  lack  of  employment  may 
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account  for  a  large  part  of  the  decrease  in  turnover,  we  be- 
lieve that  the  maintenance  of  the  continuous  service  records 
by  employees  has  actuated  them  to  stick  to  their  jobs. 

Questions 

1.  Contrast  carefully  the  Studebaker  and  Dennison 
plans  of  employee  ownership. 

2.  Could  the  same  plan  of  employee  ■  ownership  be 
advantageously  used  by  the  two  companies?  State 
clearly  the  reasons  for  your  position. 

3.  To  what  extent,  if  at  all,  do  you  believe  that  the 
present  success  of  these  companies  is  due  to  employee 
ownership? 

4.  What  are  the  essential  differences  between  em- 
ployee ownership  and  profit  sharing? 


Phoblem  60 

Employee  Ownership  of  Preferred  Stock 

IN  A  Paper  and  Pulp  Mill 

A  large  New  England  Paper  Company,  until  recently 
unincorporated  and  very  much  of  a  family  affair,  has 
for  years  encouraged  its  employees  to  save.  Formerly 
the  company  even  acted  in  the  capacity  of  a  savings 
bank  for  the  employees  until  they  accumulated  several 
hundred  thousand  dollars. 

Due  to  very  high  war-time  earnings,  however,  the 
concern  incorporated  about  three  years  ago  in  order 
to  keep  down  its  taxes.  At  the  time  of  incorporation, 
the  employees  were  given  an  opportunity  to  invest  in 
a  prior  preference  stock,  cumulative  at  7  per  cent.  No 
other  type  of  stock  will  be  sold  to  employees. 

This  prior  preference  stock  is  followed  by  an  ordinary 
preferred  stock  and  by  a  large  common  stock  issue. 
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The  major  part  of  the  prior  preference  stock  was  taken 
by  the  employees,  while  almost  all  of  the  preferred 
stock  and  the  common  stock  is  in  the  hands  of  a  very 
few  men  in  whose  families  ownership  of  the  mill  has 
become  a  tradition.  In  amount  outstanding,  the  par 
value  of  the  preferred  and  common  stock  is  about  three 
times  as  great  as  the  prior  preference  stock. 

Some  of  the  protective  provisions  of  the  prior  pref- 
erence stock  are  as  follows : 

While  any  prior  preference  stock,  Series  A,  remains  out- 
standing, the  corporation  shall  not  do  any  of  the  following 
things  without  the  written  consent  or  the  authorizing  vote 
at  a  stockholders'  meeting  called  for  the  purpose  by  the 
holders  of  not  less  than  eighty  (80)  per  centum  of  the  prior 
preference  stock,  Series  A,  then  outstanding: 

A .  Change  the  purpose  for  which  the  corporation  is 
formed  or  the  nature  of  its  business; 

B.  Dispose  by  sale,  lease,  exchange,  consolidation, 
merger,  or  otherwise  of  all  or  the  principal  part  of  its 
property  and  business; 

C.  Create  any  mortgage,  pledge,  or  other  lien  of  or 
upon  any  of  its  property  or  transfer  any  of  its  property 
as  security;  provided,  this  shall  not  apply  to  purchase, 
money  mortgages  of  real  estate  to  be  acquired  for  cor- 
porate purposes  for  not  exceeding  seventy  (70)  per 
centum  of  the  cost  or  market  value  of  the  property, 
whichever  is  less,  or  to  mortgages  given  for  the  pur- 
pose of  refunding  mortgages  given  by  the  corporation 
and  outstanding  on  February  1,  1919,  to  secure  notes 
of  a  par  value  not  exceeding  the  par  value  of  the  notes 
secured  by  the  said  mortgages  existing  on  February  1, 
1919,  issued  and  outstanding  at  the  time  the  refunding 
takes  place; 

D.  Issue  or  guarantee  any  bonds,  notes,  or  other  evi- 
dences of  indebtedness  maturing  later  than  one  year 
from  the  issue  thereof,  or  incur  any  obligations  for 
money  borrowed  maturing  later  than  one  year  from  the 
incurring  thereof,  except  as  permitted  in  subdivision  (C) 
of  this  paragraph; 

E.  Issue  prior  preference  stock,  Series  A,  which 
together  with  the  prior  preference  stock.  Series  A  and 
Series  B,  then  outstanding  shall  be  in  excess  of  the  par 
value  of  four  milHon  (4,000,000)  dollars,  and  then  only 
in  case — 
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(tt)  After  such  issue  the  ueti  quick  assets  are  not  less 
than  one  hundred  (100)  per  centum  of  the  total  par 
amount  of  prior  preference  stocli,  Series  A  and  Series 
B,  then  outstanding,  plus  the  amount  then  to  be 
issued,  and 

(6)  The  average  annual  net  earnings  of  the  corpo- 
ration before  the  payment  of  any  dividends  on  the 
prior  preference  stock,  .Series  A  and  Series  B,  or  other 
stock,  for  a  period  of  twenty-four  (24)  calendar  months 
•  preceding  the  date  of  such  issue,  shall  have  been  at 
least  equal  to  three  (3)  times  the  annual  dividends  on 
the  prior  preference  stock.  Series  A  and  Series  B,  out- 
standing and  then  to  be  issued; 
F.  Authorize  or  issue  any  other  class  of  stock  on  a 
parity  with  or  having  priority  over  the  prior  preference 
stock,  Series  A,  in  respect  of  dividends,  of  the  sinking 
fund  applicable  thereto,  or  of  payments  in  liquidation 
or  dissolution. 

Questions 

1.  Is  there  any  need  for  protecting  the  employee 
stockholders  to  the  extent  that  this  company  has  done? 

2.  Do  you  think  it  would  be  advisable  for  the  com- 
pany to  let  the  employees  buy  common  stock  also  if 
they  wish? 

3.  Just  what  does  the  company  gain  by  this  scheme? 

4.  What  do  you  think  should  be  the  attitude  toward 
employees  of  a  company  which  sells  stock  to  them? 


Problem  61 
Selling  Common  Stock  to  Employees  During  a  period 
OF  Depression  in  Order  to  Secure  Working  Capital 

The  G.  Company  had  a  very  good  reputation  in  the 
trade  and  was  perfectly  satisfactory  to  its  bankers. 
When  the  business  depression  came  in  1920,  more 
working  capital  was  needed  in  the  business.  But  the 
manager  who  held  the  majority  of  the  stock,  wished 
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to  retain  his  control.  In  order  to  do  this  he  ar- 
ranged to  sell  additional  common  stock  to  his  em- 
ployees, who  were  to  make  a  payment  of  20  per  cent 
with  their  subscription,  the  balance  to  be  paid  over  a 
period  of  several  months.  This  scheme  resulted  in  the 
securing  of  some  immediate  cash  for  the  more  pressing 
needs. 

However,  as  money  was  needed  more  rapidly  than 
the  subscriptions  were  due,  the  owner  pledged  the  notes 
whiph  he  had  received  from  his  employees,  covering 
their  total  subscriptions,  as  collateral  for  a  six-months' 
loan  at  the  bank. 

When  the  depression  grew  serious  later  in  the  year 
the  employees  were  unable  to  meet  their  payments  on 
this  stock  and  hence  the  value  of  the  bank's  collateral 
was  impaired. 

Questions 

1.  Analyze  the  strength  or  weakness  of  this  attempt 
at  employee  ownership. 

2.  What  would  be  your  advice  to  the  company  at 
the  present  time? 

3.  What  do  you  expect  to  be  the  nature  of  the  future 
relations  of  this  company  with  its  employees? 


Problem  62 
Employee  Ownership  Resulting  in  Speculation 

The Company  makes  a  product  for  which 

there  is  a  wide  market  and  usually  a  steady  demand. 
Its  business  is  of  such  a  sort  that  it  was  not  particularly 
affected  by  war  conditions.  This  company's  dividend 
record  had  for  many  years  been  an  excellent  one.  It 
had  no  preferred  stock  and  no  bonds  outstanding. 
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In  ordei"  to  reduce  the  labor  turnover,  increase  good- 
will, and  encourage  thrift  among  the  employees,  the 
company  offered  to  sell  them  new  stock  at  par,  at  a 
time  when  annual  dividends  of  14  per  cent  were  being 
paid,  and  the  stock  was  quoted  on  the  market  at  about 
180.  Several  methods  of  paying  for  the  stock  were 
open  to  the  employees.  Those  who  had  saved  a  suffi- 
cient amount  of  money  could  pay  outright ;  those  who 
had  security,  such  as  their  homes  or  liberty  bonds,  and 
the  like,  could  borrow  from  the  banks  in  order  to  make 
payment ;  and  others  were  given  the  opportunity  to  pay 
in  instalments  over  a  considerable  period  of  time. 

A  large  number  of  employees,  accordingly,  bought 
new  stock  about  the  end  of  the  year  1919.  Encouraged 
by  the  hope  of  an  apparently  sure  and  high  return, 
many  of  the  purchasers  of  stock  went  further  and  tried 
to  buy  on  a  margin  on  the  open  market.  Speculation 
in  shares  of  this  company  became  common  at  this  time. 
Naturally  the  market  price  of  the  stock  began  to  fall 
off  after  the  new  issue  had  been  sold  on  this  basis. 
Further,  with  the  1920  decline  in  business,  a  reduction 
of  dividends  became  absolutely  necessary.  Conse- 
quently both  the  employees  who  had  been  speculating 
and  those  who  had  been  buying  in  a  perfectly  legiti- 
mate manner  were  panic-stricken,  and  appealed  to  the 
company  for  help. 

In  order  to  prevent  a  real  catastrophe,  the  com- 
pany tried  to  lend  from  its  own  funds  to  those  em- 
ployees who  were  holding  stock  on  a  margin  so  as  to 
prevent  their  being  sold  out.  This  was  at  a  time  when 
the  company  was  sorely  pressed  for  funds.  When  the 
stock  fell  below  par,  there  was  naturally  great  dis- 
satisfaction on  the  part  of  all  employees  who  had  pur- 
chased stock  in  an  entirely  legitimate  manner,  since 
there  seemed  to  be  no  Ukelihood  of  any  early  upward 
swing  in  the  market  price. 

Eventually  this  company  went  into  a  receiver's  hands 
and  the  value  of  the  common  stock  dropped  to  a 
merely  nominal  figure.  Under  the  reorganization  plan, 
so  many  senior  securities  were  issued  that  it  is  certain 
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the  common  stockholders  will  probably  never  be  able 
to  realize  par  on  their  stock  and  it  will  probably  be 
years  before  they  receive  any  dividends. 

Questions 

1.  From  this  instance,  what  conclusions  can  be  drawn 
as  to  the  advantages  and  disadvantages  of  selling  stock 
to  employees? 

2.  Specifically,  what  are  the  chief  advantages  and 
chief  disadvantages  of  employee  ownership? 


C.     COOPERATIVE  OWNERSHIP 

^;  Some  who  advocate  employee  ownership  wish  to 
carry  that  ownership  so  far  that  the  employees  will 
actually  control  the  industries  in  which  they  work.  In 
a  number  of  cases  this  result  has  been  achieved  in  a 
small  way.  Usually,  however,  such  ownership  has  been 
effected  only  when  the  workers  themselves  have  estab- 
lished their  own  enterprises,  as  in  the  case  of  the  Brother- 
hood of  Locomotive  Engineers  and  their  $1,000,000 
bank  in  Cleveland,  or  the  Brotherhood  of  Maintenance 
of  Way  Employees  and  Railway  Laborers,  who  are 
reported  to  have  invested  about  $3,000,000  in  coopera- 
tive factories.  Cooperative  associations  for  marketing 
purposes  have  been  much  more  common  and  no  doubt 
more  successful  than  cooperative  productive  enterprises. 
Though  there  has  recently  been  much  discussion  of 
this  question,  the  movement  is  of  comparatively  little 
interest  to  the  student  of  finance  except  in  so  far  as  it 
may  be  an  outgrowth  of  customer  or  employee  owner- 
ship, or  may  occasionally  raise  some  problem  of  com- 
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petition.    The  two  problems  here  given  indicate  in  a 
general  way  two  types  of  cooperative  ownership.* 

Problem  63 

Financing  a  New  Packing  Company  by 
Selling  Stock  to  Stock  Raisers 

In  1920,  a  company  known  as  the  "Associated  Pack- 
ing Company  of  Des  Moines,  Iowa,"  sold  $3,800,000 
of  stock,  having  gone  no  farther  with  the  construction 
than  to  secure  a  set  of  blue  prints.  Promoting  and 
advertising  expense  consumed  nearly  one-half  the 
amount  subscribed. 

The  stock  was  sold  mostly  to  farmers  upon  the  repre- 
sentation that  the  undertaking  was  a  cooperative  enter- 
prise, and  the  ground  was  well  prepared  by  the  exag- 
gerated reports  that  had  recently  been  circulated  about 
the  profits  of  the  big  meat  packers. 

The  investors  could  haye  bought  the  stocks  of  the 
long  established  Chicago  companies  in  the  open  market 
at  less  than  their  book  value,  at  the  very  time  they 
were  making  their  subscriptions  to  this  new  concern's 
stock.  The  farmers  bought  in  blocks,  frequently  of 
$5,000  and  $10,000,  and  gave  their  notes,  which  were 
discounted  in  neighboring  banks,  where  they  will  have 
to  be  held  until  they  are  paid  off  by  the  produce  of 
the  farms. 

It  was  particularly  stressed  by  the  sellers  of  the  stock 
that  they  were  trying  to  "beat  the  trust,"  that  they 
would  "eliminate  the  middle  man,"  that  they  wanted 
the  farmers  "to  be  in  on  the  ground  floor"  and  make 
profits  which  were  now  being  diverted  into  the  pockets 
of  the  five  big  packers.  They  did  not  want  business 
men  from  Des  Moines  as  stockholders — they  wanted 
farmers.  And  98  per  cent  of  the  stockholders  were 
farmers. 

*Those  who  are  intorostcd  in  this  problem  will  find  scattering 
suggestions  in  Harris,  E.  P.,  Cooperation  the  Hope  of  the  Consumer, 
New  York,  The  Macmillan  Company,  1918;  Finn,  J.  J.,  Cooperative 
Ownership,  Chicago,  Langdon  &  Company,  1916;  and  in  Wolff,  H. 
W.,  Cooperative  Banking,  London,  P.  S.  King  &  Son,  1907. 
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Questions 

1.  Do  you  see  any  objection  to  making  stock-raising 
farmers  the  chief  stockholders  of  a  packing  company? 

2.  What  do  you  think  of  this  proposition? 

3.  What  might  be  the  result  if  the  producers  of  raw 
material  generally  controlled  the  manufacturing  or  dis- 
tributing concerns  which  use  or  handle  their  goods? 


Problem  64 

Financing  the  Construction  of  Buildings  by  Selling 

Stock  to  Members  of  the  Building  Trades  Unions 

The  following  circular  was  sent  to  members  of 
the  Building  Trades  Unions  in  Boston  in  the  late  sum- 
mer of  1920: 

Homes  to  be  Built 

By  the  Building  Trades  Unions'  Construction 
and  Housing  Council. 

Preamble 

The  title  of  the  organization  shall  be  "Building  Trades 
Unions'  Construction  and  Housing  Council." 

The  body  shall  consist  of  five  delegates  from  each  of  the 
building  trades  unions  of  Greater  Boston. 

To  defriay  expenses  of  organizing,  an  entrance  fee  of  ten 
(10)  dollars  shall  be  charged  each  union. 

The  purpose  of  the  council  shall  be  to  carry  on  building 
construction  in  its  entirety. 

The  immediate  work  of  the  Council  shall  be  to  stimulate 
building  of  homes. 

First — By  taking  charge  of  construction  for  those  pre- 
pared to  build. 

Second^By  the  cooperation  of  the  trades  in  the  elimina- 
tion of  all  unnecessary  overhead  charges. 

Third — By  furnishing  sufficient  workers  to  construct  each 
home  quickly  and  economically,  consistent  with  good  work- 
manship. 
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To  finance  the  movement  the  Council  proposes  the  crea- 
tion of  a  Building  Fund. 

First — By  selling  shares  to  organized  labor  at  ten  (10) 
dollars  per  share. 

Second — By  organizing  a  Cooperative  Bank. 

Possibilities  of  the  Council 

This  Council,  formed  by  the  rank  and  file  of  union  men 
engaged  in  the  building  trades  of  Greater  Boston,  is  truly 
representative,  being  made  up  of  five  delegates  from  each 
.  local  union,  and  is  unique  in  that  its  three  committees, 
Finance,  Construction,  and  General  Council,  each  include  one 
of  the  delegates,  thus  giving  every  local  represented  an  equal 
share  in  the  deliberations  and  activities  of  the  parent  body. 

The  Finance  Committee  to  have  charge  of  the  raising  and 
disbursement  of  all  financial  transactions  of  the  Council. 

The  Construction  Committee  is  to  furnish  plans,  specifi- 
cations and  estimates  of  building  activities;  to  act  as  a  board 
of  appraisers  on  land,  property  and  material;  appoint  a 
supervisor  for  general  construction;  to  employ  such  technical 
or  expert  service  as  conditions  may  warrant. 

All  action  of  the  two  committees  to  be  subject  to  review 
by  the  General  CouncU. 

The  Council  shall  be  incorporated  under  the  state  laws  of 
Massachusetts,  and  shall  be  known  as  The  Building  Trades 
Unions'  Construction  and  Housing  Council,  with  a  capital 
stock  of  five  hundred  thousand  (500,000)  dollars,  divided  into 
fifty  thousand  (50,000)  shares  of  a  par  value  of  $10.00  per 
share.  Shares  to  be  sold  to  organized  labor  at  the  rate  of 
$10.00  per  share,  payment  for  which  may  be  made  in  full 
or  on  instalments  of  $1.00  per  week  per  share  for  ten  weeks. 

Each  shareholder  having  one  vote  in  electing  officers  or 
determining  the  policies  of  the  Council. 

All  money  resulting  from  the  sale  of  shares  will  be  used 
for  construction  work  and  expenses  incidental  thereto. 
From  the  earnings  of  the  Council,  after  a  certain  percentage 
has  been  set  aside  for  a  reserve  fund,  the  Council  may 
declare  semi-annual  dividends. 

The  Council  proposes  to  organize  a  Cooperative  Bank 
for  the  purpose  of  assisting  home  builders. 

Buildings  do  not  grow,  they  are  constructed  by  the  build- 
ing trades  mechanics,  each  performing  his  part.  The 
building  becomes  a  standing  fact.  Since  the  building  trades 
workers  are  the  construction  force,  the  organization  of  the 
workers  is  the  only  thing  necessary  in  order  that  they  may 
carry  on,  construction  in  its  entirety,  thus  eliminating  the 
so-called  overhead  cost  and  so  construct  economically. 
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One  could  not  conceive  of  an  organization  better  equipped, 
both  for  devising  policies  and  performing  the  work  of  actual 
construction,  than  this  Council  made  up  of  men  whose 
daily  tasks,  from  superintendent  to  laborer,  eminently 
qualify  them  for  the  duties  at  hand. 

With  no  desire  to  criticize  others  engaged  in  the  study  of 
the  housing  problem,  such  a  Council  as  this  should  command 
the  support  of  every  true  union  man.  It  is  not  too  much 
to  say  the  entire  plan  is  a  practical  one. 

The  financing  of  such  a  plan  as  this  should  not  be  a  very 
difficult  problem.  The  money  now  paid  for  rent  could  be 
used  to  purchase  a  home.  Let  every  worker  who  pays  rent 
put  $1.00  or  more  a  month  into  the  Coopeeative  Bank 
which  this  Council  will  create,  and  each  member  of  organized 
labor  purchase  one  or  more  shares  of  stock.  The  building 
of  homes  could  start  at  once,  and  in  a  short  time  there  would 
be  homes  complete.  Rent  coming  in  could  be  used  for  in- 
creased building;  the  rents  need  not  be  any  higher  than 
pre-war  rates.  Inside  of  ten  to  twelve  years  you  would  own 
what  you  would  still  be  paying  rent  for  and  someone  else 
would  own. 

The  entire  plan  is  cooperation  through  which  the  workers 
shall  participate  in  the  management  of  industry.  Every 
union  member  should  cooperate  and  purchase  stock;  every 
rent  payer  should  cooperate  and  purchase  shares  in.  the 
Coopeeative  Bank. 

Every  shareholder  has  a  vote. 

Questions 

1.  Analyze  the  strength  or  weakness  of  this  plan. 

2.  What  do  you  expect  the  outcome  to  be? 
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MOST  books  which  have  been  written  on  Business 
Finance  go  little  farther  than  the  subject  of 
raising  fixed  capital  with  the  attendant  prob- 
lems. The  securing  of  permanent  capital,  however,  is 
a  problem  which  confronts  a  business  man  only  at 
comparatively  rare  intervals,  while  the  question  of 
raising  funds  for  temporary  financing  is  forever  present. 
The  problems  of  fixed  capital  financing  are  more  or 
less  pubUcly  known,  whereas  the  vital  issues  relating 
to  current  financing  are  of  a  much  more  intimate  sort. 
No  academic  line  can  be  drawn  between  "fixed 
capital"  and  "working  capital."  Some  of  a  concern's 
so-called  "current  assets"  are  as  permanently  in- 
vested in  the  business  as  if  they  had  been  sunk  in 
plant  and  equipment.  Very  frequently  both  fixed  and 
working  capital  are  raised  by  the  same  financial 
operations. 
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This  chapter,  however,  is  primarily  concerned  with 
the  securing  of  those  funds  for  current  needs,  in 
purchasing,  carrying,  or  selling,  the  obligations  for 
which  can  and  should  be  liquidated  within  a  year  or 
within  a  much  shorter  period  of  time.  The  problems 
which  follow  cover  the  more  important  phases  of  bank 
borrowing,  borrowing  through  commercial  paper  houses, 
and  the  use  of  trade  acceptances,  as  well^s  some  of  the 
less  common  methods  of  temporary  financing.  As 
many  concerns  have  recently  been  forced  to  raise 
capital  for  current  needs  through  public  borrowing, 
some  attention  is  also  given  to  this  situation.  (See 
also  Chapter  III,  Section  F.) 

Exercise  II 
Problem  in  Working  Capital,  Financial  Standards,  Etc. 

1 .  Select  three  or  more  companies  engaged  in  a  similar 
line  of  industry,  preferably  manufacturing,  but  whole- 
saUng  or  retailing  accepted,  and  tabulate  complete 
financial  statements,  together  with  profit  and  loss 
statements  if  they  can  be  secured,  over  a  five-year 
period  for  each  concern. 

2.  Compute  the  following  ratios: 

a.  Current  Assets  to  Current  Liabilities. 

b.  Current  Assets  to  Fixed  Assets. 

c.  Current  Assets  minus  Inventory  to  Current  Lia- 

bilities. 

d.  Net  Current  Assets  ("Working  Capital")  to  Fixed 

Assets. 

e.  Receivables  to  Inventory. 
/.    Cash  to  Current  Assets. 
g.  Cash  to  Total  Assets. 

h.  Inventory  to  Payables. 

i.   Receivables  to  Payables. 

j.   Inventory  to  Sales. 

k.  Receivables  to  Sales. 

I.   Net  Worth  to  Capital  Stock. 

m.  Net  Worth  to  Sales. 

3.  Tabulate  and  present  your  results  in  graphical 
form. 
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4.  Draw  conclusions,  where  possible,  from  the  above 
studies : 

a.  As  to  the  meaning  and  significance  of  the  ratios. 

h.  As  to  the  normal  proportions  of  assets  and  liabil- 
ities which  may  be  expected,  depending  upon 
the  type  of  business. 

c.  As  to  the  effect  which  changes  in  general  business 

conditions  have  had  on  the  industry 

d.  As  to  the  credit  position  of  the  industry. 

Suggested  References:  Moody's  Manuals;  Abstract  of  the  Certifi- 
cates of  Corporations  (Massachusetts);  Standard  Corporation  Service 
(Cumulative);  Wall,  Credit  Baromelrics;  Lough,  Business  Finance, 
Chaps,  xvn,  xxii. 
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Problem  65 
What  is  Meant  by  Bank  "Loyalty"? 

Not   long   ago    the    Bank   was    lending 

heavily  to  the Steel  Company,  a  new  concern, 

whose  financial  condition  was  very  bad  and  had  con- 
stantly been  growing  worse.  The  management  of  the 
bank,  however,  had  confidence  in  the  character  and  ca- 
pacity of  the  officers  of  the  steel  company  and  decided 
that  they  could  probably  save  them  from  disaster  if 
they  continued  to  extend  generous  credit.    Yet,  at  no 

time  was  it  apparent  that  the Steel  Company 

was  on  the  road  to  financial  success.  Finally,  it  failed 
and  in  its  failure  broke  the  lending  bank. 

On  the  morning  after  the  bank's  doors  were  closed, 
the  president  said: 

"Loyalty  of  our  firm  to  its  customers  has  caused 
its  financial  embarrasment." 

A  financial  writer  in  one  of  the  daily  newspapers, 
commenting  on  this  occurrence,  said: 

"The  policy  of  'loyalty'  to  customers  in  times  of 
stress  is  one  of  the  poorest  recommendations  for  any 
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bank,  for  it  is  an  indication  of  departure  from  business 
principles  which  must  inevitably  lead  on  to  disaster." 

Questions 

1.  As  a  business  man,  can  you  reconcile  these  two 
statements? 

2.  How  can  a  bank  best  show  its  loyalty  to  its  clients 
in  times  of  stress? 


Problem  6C 
The  Character  of  a  Bank's  Officials 

A  small  manufacturing  company  was  successfully 
financed  by  the  son  of  a  prominent  local  citizen  who  was 
one  of  the  influential  directors  of  the  leading  bank. 
Owing  to  the  father's  influence  the  stock  was  speedily 
sold  and  very  ample  bank  accommodations  were  se- 
cured. The  son,  however,  was  wholly  devoid  of  busi- 
ness ability  and  proceeded  to  drive  the  concern  upon 
the  financial  rocks.  The  father,  aware  of  the  situation, 
urged  the  bank  to  make  further  loans.  Finally,  he 
himself  advanced  the  company  several  thousand 
dollars  more,  taking  a  first  mortgage  on  the  property 
as  security. 

The  new  funds  sufficed  to  carry  the  company  over  a 
four  months'  period  so  that  the  preference  created  by 
the  bonds  could  not  be  set  aside  under  the  Bank- 
ruptcy Act. 

At  the  end  of  four  months,  the  company  was  thrown 
into  bankruptcy  by  the  father  who  bought  it  in  at 
twenty-five  cents  on  the  dollar  and  satisfied  his  claims 
as  the  only  secured  creditor.  The  other  creditors, 
including  the  bank  of  which  the  man  was  a  director, 
received  practically  nothing. 
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Eventually  the  business  was  re-organized  and  became 
highly  successful  under  the  direction  of  the  father  who, 
until  his  death,  remained  in  management  and  also 
maintained  his  position  as  director  of  the  bank. 

(Adapted  from  Walker,  Corporation  Finance,  p.  293,  ff.) 

Question 
Analyze  this  case  from  the  point  of  view  of  a  new 
industrial  concern  wishing  to  borrow  from  this  bank. 


Problem  67 

AVhat  Should  the  Business  Man  Know 

About  His  Bank? 

In  the  winter  of  1920-1921  a  new  bankSwas  organized 
in  the  city  of  Cleveland,  having  a  capital  of  $2,000,000. 
The  officers  have  been  successful  and  conservative 
bankers  in  various  cities  of  the  state.  On  the  Board 
of  Directors  there  are  bankers  and  business  men  whose 
reputation  is  of  the  highest  in  business  circles  in  New 
York,  Chicago,  and  Cleveland. 

There  has  been  a  good  deal  of  discussion  regarding 
this  bank  by  business  men.  Exactly  opposite  con- 
clusions have  been  drawn  regarding  the  probable 
success  of  the  bank.  Many  have  felt  that  it  would 
not  be  a  safe  place  to  do  banking,  and  have  particu- 
larly stressed  the  fact,  that,  as  they  allege,  the  bank 
was  founded  at  a  very  inauspicious  time. 

Questions 
1.  Do  you  agree  with  the  business  men  who  felt  that 
it  would  not  be  good  policy  to  patronize  this  new  bank? 
Why,  or  why  not? 
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2.  Specifically,  what  consideratiori  should  be  borne 
in  mind  by  the  business  man  in  selecting  his  bank? 
Enumerate. 


Problem  68 
Securing  Credit  Information  from  a  Bank 

A.  The Company  of  New  Haven,  Connect- 
icut, wrote  to  the Bank  of  Boston  for  credit 

information  concerning  a  business  house  which  had  no 
deaUngs  whatever  with  the  bank.  The  information 
called  for  was  detailed,  covering  the  latest  financial 
condition,  as  well  as  the  character  and  connections  of 
the  officials,  the  standing  of  the  company  in  the  trade, 
and  the  like. 

The  company  about  which  the  information  was 
asked  had  never  had  an  account  with  the  bank. 

Questions 

1.  Do  you  think  the  company  was  reasonable  in 
making  this  request? 

2.  How  should  you  expect  the  bank  to  handle  the 
inquiry? 

3.  If  the  request  had  come  direct  from  a  New  Haven 
bank  which  had  no  connections  whatever  with  the 
Boston  bank,  instead  of  from  the  company,  how  should 
the  matter  have  been  handled? 


B.  This  same  bank  recently  received  an  inquiry 
from  a  business  house  in  another  state  regarding  the 
credit  standing  of  a  small  concern  about  which  the  bank 
had   never   heard.     Upon   looking   further    into    the 


BORROWING  FROM  THE  BANKS  211 

matter,  it  was  discovered  that  the  concern  was  not  listed 
in  the  Greater  Boston  Directory.  There  was  no 
possibility  that  the  company  requesting  the 
information  would  be  a  customer  of  the bank. 

Question 
1.  Under  the  circumstances,  what  kind  of  a  reply 
should  you  expect  the  bank  to  send  to  this  letter  of 
inquiry? 


Problem  69 
The  "Industrial  Service"  or  the  Bank 

Some  of  the  largest  commercial  banks  have  developed 
extensive  "industrial  service"  departments,  the  func- 
tions of  which  vary  widely.  In  some  cases  this  depart- 
ment confines  its  activity  largely  to  supplying  signifi- 
cant trade  information  to  the  bank's  borrowers  upon 
request.  In  other  cases  an  active  attempt  is  made  to 
meet  the  customer  more  than  half  way  in  this  matter. 
In  fact,  some  bankers  as  well  as  some  business  men 
feel  convinced  that  the  solution  of  many  of  our  indus- 
trial difl&culties  can  be  largely  attained  through  more 
active  banker  cooperation  of  this  sort,  since  the  bank 
is  in  a  position  to  supply  the  borrower  with  important 
information,  backed  up  by  constructive  advice  which 
could  be  secured  from  no  other  source. 

At  the  same  time  there  are  other  bankers  who  are 
vigorously  opposed  to  the  entire  scheme  of  industrial 
service  as  above  outlined.  To  paraphrase  the  words 
of  one  whose  successful  record  is  well  known,  "The 
bank's  business  is  to  lend  money  to  its  customers, 
having  assured  itself  that  their  condition  warrants  a 
loan.  It  is  not  the  proper  function  of  a  bank  to  tell  its 
customers  how  to  run  their  business,  nor  in  any  way 
dabble  into  the  affairs  of  its  clients." 
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Questions 

1.  With  which  point  of  view  do  you  agree? 

2.  To  which  type  of  bank  would  you  resort  for  a 
loan  if  you  were  starting  up  in  business? 

3.  Specifically,  what,  if  anything,  does  a  bank  gain 
through  this  policy  of  "industrial  service"? 

4.  What  does  the  borrower  gain? 

5.  Does  such  a  policy  entail  any  losses, 

(a)  to  the  bank, 
(6)  to  the  borrower? 

6.  What  do  you  expect  the  future  tendency  along 
this  line  to  be?     Why? 

7.  Could  this  service  be  better  rendered  by  specially 
organized  concerns,  consulting  engineers,  and  the  like? 


Problem  70 

Lending  to  a  Concern  Without  a  Statement 

OF  Condition 

A.  One  of  the  officers  of  a  very  large  bank  in  New 
England  says  that  until  recently  they  have  not,  in 
most  cases,  secured  financial  statements  from  woolen 
manufacturing  concerns  and  that  in  almost  no  instances 
were  the  annual  sales  given. 

He  explains  this  condition  by  saying  that  the  compa- 
nies are  more  or  less  family  affairs  and  that  they  simply 
refuse  to  divulge  information  which  might  in  some  way 
get  into  the  hands  of  their  competitors.  He  further 
suggests  that  anyway  the  woolen  manufacturing 
business  is  a  well  seasoned  one,  and  that  most  of  the 
concerns  make  high  returns  on  their  investment.  There- 
fore, it  has  not  been  necessary  to  insist  on  the  sales 
figures,  even  when  financial  statements  were  secured. 
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The  general  statement  of  the  treasurer  or  other  officer 
of  the  mills  to  the  efTect  that  they  were  making 
money  was  considered  adequate. 

B.  The Company  of  Boston  engaged  in  a 

very  large  retailing  business  has  never  furnished  a 
financial  statement  to  any  of  its  banks,  who  consider 
its  credit  to  be  A-1  in  every  respect.  When  some  of 
these  bankers  were  asked  why  they  did  not  require  a 
statement  they  gave  two  reasons : 

First,  that  the  concern  had  always  refused  to  give  a 
financial  statement  and  threatened  to  do  its  banking 
elsewhere  if  they  insisted. 

Second,  as  the  management  was  so  well  known  to 
them  and  so  conservative,  they  thought  that  no  risk 
was  being  run. 

Accordingly,  certain  Boston  bankers  continue  to 
lend  many  hundreds  of  thousands  of  dollars  annually 
to  this  company,  with  little  accurate  knowledge  of  its 
affairs. 

Qv£stions 

1.  Do  you  approve  of  this  way  of  doing  business? 

2.  Would  it  be  any  gain  for  the  company  to  be 
required  to  give  frequent  statements  of  its  financial 
condition  and  earnings?    Would  it  help  the  banks? 

3.  To  which  of  these  concerns  do  you  think  it  would 
be  safer  to  lend  without  a  financial  statement? 

4.  What  effect,  if  any,  does  competition  in  banking 
have  on  the  above  situation? 

5.  If  you  attribute  this  situation  to  competition 
among  banks  for  the  borrowers'  patronage,  should  you 
advise  doing  away  with  competition  in  banking?  Why 
or  why  not? 
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Problem  71 

The  Relative  Importance  of  Character,  Capacity, 

AND  THE  Financial  Statement 

"We  do  not  believe  in  this  intensive  and  comparative 
statement  analysis  in  connection  with  credit  granting. 
After  all,  it  is  character  and  capacity  which  really 
count.  There  are  men  to  whom  we  would  not  lend  a 
cent,  even  though  they  showed  the  best  statement  in 
the  world.  There  are  others  who  might  open  a  good 
line  of  credit  with  us,  though  they  furnished  no  state- 
ment whatever.  Too  much  time  is  wasted  over  mere 
figures.  J.  P.  Morgan  says  that  he  has  frequently 
lent  as  much  as  a  milhon  dollars  without  security  to  men 
who  to  his  knowledge  did  not  have  a  cent  in  the  world." 

Questions 

1.  Analyze  and  criticize  from  the  business  man's 
point  of  view  the  foregoing  statement  made  by  a 
"banker." 

2.  Is  the  position  here  outlined  in  any  respect  a 
correct  one? 

3.  Would  you  differentiate  in  your  answer  between 
a  country  bank  and  a  city  bank?  Between  a  com- 
mercial bank  and  an  investment  bank?    Why? 

4.  In  making  a  straight  commercial  loan  should 
"character"  and  "capacity"  ever  be  considered  more 
important  than  the  financial  condition? 

5.  Just  what  is  the  relation,  if  any,  between  the 
financial  statement  of  a  concern  and  the  "character" 
and  "capacity"  of  the  officers  of  the  concern? 
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Problem  72 

The  Desikability  of  Giving  Full  Information 

TO  THio  Bank 

Questions 

1.  What  seem  to  you  to  be  the  chief  advantages  and 
disadvantages,  if  any,  from  the  point  of  view  of  a 
business  concern  in  giving  complete  financial  state- 
ments and  profit  and  loss  accounts  to  bankers? 

2.  Do  you  consider  that  additional  information 
should  also  be  given? 

3.  What  features  should  be  most  carefully  considered 
by  the  bank  in  granting  loans  to  business  customers? 

4.  Should  the  bank  be  informed  of  all  "contingent" 
liabilities,  such  as  endorsements,  commitments  to 
purchase  goods,  and  the  like?     Why? 

5.  What  are  the  lender's  chief  sources  of  information 
regarding  the  financial  condition  of  the  smaller  business 
concerns?  Estimate  the  comparative  value  of  these 
different  sources. 

6.  Should  a  borrower  let  his  bank  know  the  purpose 
for  which  he  desires  a  loan? 

7.  How  often  should  statements  be  given?  Does 
the  size  of  the  business,  its  age,  nature,  or  the  time  in 
the  Business  Cycle  affect  the  problem? 

8.  What  is  the  chief  value  of  comparative  statements? 
How  long  a  period  should  they  cover? 
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Problem  7:3 
To  AViiAT  Extent,  if  at  All,  Should  a  Bank 
Lend  on  "Fixed"  Assets? 

"A  manufacturing  concern,  established  only  a  short 
time  and  doing  a  good  business,  sought  its  first  loan. 
Its  chief  officer  made  application  in  person  at  the  bank 
president's  office.  With  some  pride,  he  exhibited 
photographs  showing  the  plant,  exterior  and  interior. 

"  'We  have  the  finest  little  factory  in  the  city,'  he  said 
'and  it's  paid  for.  We  own  the  equipment,  free  of  debt. 
Except  for  raw  material,  we  do  not  owe  a  dollar.  We 
sell  our  product  on  long  credits.  We  want  to  grow, 
but  we  haven't  the  money  to  carry  more  accounts. 
We  want  the  bank  to  help  us  extend  our  credit  lines.' 

"The  banker  fumbled  the  photographs  for  a  moment 
and  complimented  their  artistic  finish.  Then  he  tossed 
them  aside  abruptly.  Tempering  his  words  with  a 
kindly  smile,  he  said : 

"  'Photographs  do  not  represent  the  best  security. 
We  do  not  lend  on  real  estate  or  factory  equipment. 
A  factory  may  be  the  best  in  the  world,  yet  be  idle 
tomorrow.  In  the  applications  that  come  to  us,  it  is 
very  common  for  business  men  to  emphasize  their 
fixed  assets  and  minimize  those  that  are  liquid.'  " 

(Shaw,  Credits  and  Collections,  108.) 

Questions 

1.  Do  you  agree  with  the  banker? 

2.  Are  there  circumstances  under  which  you  would 
consider  "impressive"  quarters  an  important  element 
in  negotiating  a  bank  loan? 

3.  What  steps  would  you  advise  this  man  to  take  in 
order  to  secure  working  capital? 

4.  Why  should  a  commercial  bank,  as  a  rule,  not 
lend  on  the  security  of  "fixed"  assets? 

5.  Would  it  be  satisfactory  for  the  bank  to  take  a 
mortgage  on  plant  and  equipment?     When  or  why? 
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Problem  74 
The  "Two  to  One"  Ratio 

It  has  for  many  years  been  customary  among  the 
banks  to  insist  that  a  borrowing  business  must  show  at 
least  a  "2  to  1"  current  ratio  after  borrowing,  in  order 
to  secure  loans.  Frequently  little  else  has  been 
considered. 

Questions 

1.  What  considerations  are  back  of  this  "rule  of 
thumb"? 

2.  Do  you  agree  that  a  "2  to  1"  ratio  is  necessarily 
desirable? 

3.  Under  what  circumstances,  if  any,  should  it  be 
higher  or  lower? 

4.  Does  such  a  ratio,  after  all,  really  mean  anything? 

5.  What  items  in  the  current  assets  should  be  most 
carefully  watched?     In  the  current  liabilities?  Why? 


Problem  75 
The  Analysis  or  the  Current  Ratio 

Questions 

A.  1.  Should  you  deem  a  "2  to  1"  current  ratio  satis- 
factory if  the  cash  and  accounts  receivable  are  less 
than  the  notes  and  accounts  payable? 

2.  Which  appears  to  you  to  be  the  more  liquid  as- 
set, merchandise  or  receivables? 

3.  Will  your  answer  differ  according  to  the  nature  or 
age  of  the  industry,  or  tlie  stage  in  the  Business  Cycle? 

B.  1.  Would  a  business  concern  be  justified  in 
expecting  a  bank  loan  equal  to  its  "accounts  re- 
ceivable"?   Greater  than  its  "accounts  receivable"? 
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2.  Will  your  answer  differ  depending  upon  the  nature 
of  the  business,  the  age  of  the  business,  or  the  stage  in 
the  Business  Cycle? 

(References:  Wall,  Credit  Barometrics;  The  Annalist,  May  2,  1921 
496-97.) 


Problem  76 

Exercise  in  Statement  Analysis 

A — General  Statement 


Assets' 

Fixed  Assets $100,000 

Cash 30,000 

Accounts  receivable    50,000 

Merchandise 150,000 

$330,000 
Sales,  $200,000. 


Liabilities 

Stock $125,000 

Notes  payable 60,000 

Accounts  payable.       55,000 

Surplus 90,000 

$330,000 


Question 
Examine  this   statement   with    a    A'iew    to    deter- 
mining the  type  of  concern  and  its  soundness  from  the 
credit  standpoint. 


B- — Statement  of  a  Wholesale  Grocery  House 
Oct.  1,  1920 

Liabilities 


Real 


Assets 
Estate   and 


Equipment .  .  . 

Goodwill 

Cash 

Accounts  receiv- 
able   

Merchandise. . . 


$1,800,000 

.   1,500,000 

300,000 

1,825,000 
1,775,000 

$7,200,000 


Sales,  $19,200,000. 


Preferred  Stock.  .$1,800,000 
Common  Stock. . .  1,200,000 
First  Mortgage 

bonds 1,500,000 

Notes  payable....  1,200,000 
Accounts  payable.      300,000 

Surplus 1,200,000 

$7,200,000 
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Analyze  this  statement  critically,  bearing  in  mind 
the  following  among  other  questions : 

Questions 

1.  Does  the  concern  discount  its  bills? 

2.  Is  the  merchandise  inventory  properly  valued  and 
salable? 

3.  What  elements  of  weakness,  if  any,  are  to  be 
found  in  the  statement? 

4.  What  would  be  your  opinion  of  the  "capacity"  of 
the  management? 

5.  Do  you  expect  that  this  concern  should  be  able  to 
borrow  more  money  from  its  banks  or  commercial 
paper  houses?     If  so,  how  much? 


C. 

Questions 

1.  Analyze  the  following  statements  with  a  view  to 
determining  the  elements  of  strength  and  weakness 
indicated  thereby,  and  the  amount  which  the  bank  can 
safely  loan.  Bear  in  mind  also  the  light  which  they 
may  throw  on  the  quality  of  management. 

2.  Using  the  same  statements,  but  assuming  the 
dates  of  the  first  two  to  be  two  or  three  years  later, 
and  the  dates  of  the  last  two  to  be  two  or  three  years 
earlier,  make  the  same  analyses. 

(a)     Statement  of  a  Packing  Company 

Nov.  1,  1914 

Assets  Liabilities 

Plant,  etc $400,000      Stock $600,000 

Cash 125,000      Bills  payable 450,000 

Accounts  receiv-  Accounts  payable.       50,000 

able 225,000      Surplus 75,000 

Merchandise. . . .  .      425,000  

$1,175,000  $1,175,000 

Sales,  $7,500,000. 


220         PROBLEMS  IN  BUSINESS  FINANCE 

(b)    Statement  of  a  Piano  Manufacturing  Company 
July  1,  1917 
Assets  Liabilities 

Cash $15,000      Bills  payable $150,000 

Accounts  receivable    50,000      Accounts  payable . .     50,000 

Bills  receivable .    . .  500,000      Capital  Stock 300,000 

Merchandise 300,000      Surplus   and  Undi- 

Plant,  Real  Estate .    100,000  vided  Profits 465,000 

$965,000  $965,000 


(c)  Statement  of  a  Maker  of  Ladies'  Style  Shoes 

July  1,  1920 

Plant,  etc $100,000  Partners'  capital. .  .$150,000 

Cash 20,000  Accounts  payable . .     75,000 

Accounts  receivable    50,000      Notes  payable 35,000 

Notes  receivable .  . .     30,000  (to  bank) 

Merchandise 100,000      Surplus 30,000 

$300,000  $300,000 

(d)  Statement  of  the   .  .  c  Worsted  Mills 

July  31,  1920 
Assets 

Cash  on  hand  and  in  banks $1,527.45 

Accounts  receivable 243,262.86 

Inventory 668,508.96       $913,299.27 

Real  Estate 363,794.63 

Machinery,  Tools  and  Fixtures 305,853.40 

$1,582,947.30 

Liabilities 

Notes  payable $192,000.00 

Accounts  payable 85,797.28       $277,797.28 

Bonds  on  Real  Estate  and  Machin- 
ery due  1921 500,000.00 

Capital  Stock 500,000.00 

Surplus  July  31,  1919 $338,939.25 

Less:  6%  Int.  on  Bonds  $30,000 

2%  Div.  paid . . .   10,000        40,000.00 

$298,939.25 

Net  profit  for  Year 6,210.77 

Present  Surplus  Account .1(305,150.02  305,150.02 

$1,582,947.30 
Volume— $1,451,960.91. 

(Signed)  Worsted  Mills 

By ,  President 
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D 

Comparative  Statement  of  a  Rubber  Tire  Company 

(0,000— omitted) 

Statements  made  as  of  October  31  of  each  year 

Assets 
1920        1919      1918      1917      1916      1915      1914 

Cash $167     $1,040     $635     $378      $3451 

Notes  &  a/cs  rec.     1,255      2,364     1,387     1,638     1,001 1   $785     $647 

Merchandise 4,117      3,557     3,051     2,850     1,694       776       457 

Fixed  Assets ....     5,512      3,526     2,579     2,494     1,269       785       681 
Investments  in  & 
advances  to  sub- 
sidiaries       4,257         558       554       522       248        

Miscellaneous 917       708        289       315       226       304 

Deficit 1,565       

$16,873  $11,962  $9,314  $8,171  $4,872  $2,572  $2,089 

Liabilities 

Notes  payable...   $2,388        $950\ 

Accts.  payable. . .     1,710       1,049/    $808  $2,103      $917      $194       $67 

Capital  (prefer.).     6,613      3,667     3,'878     2,439     1,750       665       700 
Capital  (com.)...     5,990      2,076     2,047     2,028     1,750       838       799 

Surplus 3,333     2,071     1,276       225       703       405 

Reserve 172  750        510        325        230        172        118 

$16,873  $11,962  $9,314  $8,171  $4,872  $2,572  $2,089 
Contingent  Liab., 


1920       1919        1918        1917       1916      1915      1914 
Sales 1  .  .  .$18,900  $16,900  $13,100  $11,100  $6,400  $3,600  $3,100 

Dividends    Preferred    7%\ 

Common  12%/    dmng  the  entire  period. 

Questions 

Analyze  the  above  statements  comparatively  with 
a  view  to  determining, 

(a)  Whether  the  managerial  policy  has  been  a  wise 
one; 

(6)  What  elements  of  weakness  or  strength  are 
indicated; 

(c)  When,  if  at  all,  was  the  turning  point  passed 
which  portended  financial  difficulty? 
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Problem  77 
Looking  Beyond  the  Balance  Sheet 

"Banking  and  investment  losses  are  occasioned  by 
ignorance  even  by  corporations  themselves  of  vital 
conditions,  plant  location,  nature  of  the  product, 
manufacturing  methods,  industrial  and  trade  relations, 
and  general  and  financial  policies  among  features 
requiring  expert  analysis.  Some  companies  in  the 
last  year  or  two  have  caused  their  bankers  losses  run- 
ning into  the  millions  because  the  officers  of  these 
companies  and  of  the  banks  did  not  have  a  knowledge 
of  world  supplies  of  such  raw  material  as  sugar  or 
copper.  There  are  many  other  factors  that  a  balance 
sheet  does  not  reveal.  Take  the  matter  of  ,the  loca- 
tion of  the  plant.  Such  days  of  competition  as  the 
present  ones  will  seek  out  the  uneconomically  located 
plant  and  close  it  up,  and  the  bankers  who  floated  the 
securities  of  such  a  corporation  and  the  stockholders 
who  first  bought  them,  will  be  left  with  the  bag  to  hold 
if  they  have  not  seen  the  handwriting  on  the  wall 
and  unloaded  on  to  others.  As  another  instance, 
consider  the  labor  situation.  Take  certain  of  the 
New  York  clothing  manufacturers,  who  won  battle 
after  battle  with  their  labor,  to  wind  up  only  a  jump 
or  two  ahead  of  the  sheriff.  The  problem  is  much  too 
broad  for  any  method  of  basing  credit  on  the  fixed 
assets  or  moral  character  of  a  company.  The  dif- 
ference between  corporate  success  and  failure  is  often 
the  difference  between  99  and  101  per  cent,  and  this 
narrow  zone  can  be  affected  in  many  ways." 

(Adapted  from  The  Annalist,  April  25,  1921.) 

Questions 

1.  Do  you  agree  fully  with  the  above  statement?  If 
not,  why  not? 

2.  Just  how  should  the  line  of  credit  be  determined? 

(Reference:  Business  Analysis  for  Bank  Loans,  in  "Administration," 
December,  1921,  pp.  734-738.) 
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Problem  78 
The  Twenty  Per  Cent  Deposit  Requirement 

It  is  customary  for  most  banks  in  the  eastern  sec- 
tion of  the  country  to  require  that  their  commercial 
borrowers  shall  keep  on  deposit  with  them  an  amount 
of  cash  equal  to  20  per  cent  of  the  maximum  line  of 
credit  extended  during  the  year.  No  interest  is  ordi- 
narily paid  on  such  deposits.  This  requirement,  while 
frequently  departed  from,  is  theoretically  in  effect 
irrespective  of  the  average  amount  of  borrowing  during 
the  year.  In  normal  times  there  are  numerous  in- 
stances in  which  a  concern  will  keep  this  amount  on 
deposit  without  borrowing  anything  from  the  bank. 

Questions 

1.  How  do  you  account  for  the  origin  of  this  custom? 

2.  Do  you  approve  of  the  practice? 

3.  Does  it  seem  to  be  a  necessary  requirement?  If 
so,  why?  If  not,  what  improvements  or  changes  can 
you  suggest? 

4.  What  does  the  bank  gain  from  this  requirement? 

5.  Does  the  borrower  gain  anything? 

6.  Should  the  bank  pay  interest  on  this  compulsory 
-  deposit? 

7.  What  should  be  the  bank's  attitude  toward  a 
customer  who,  when  not  actually  borrowing,  lets  his 
deposits  fall  below  the  stipulated  per  cent? 

8.  Will  your  answer  to  the  above  question  be 
affected  by  the  nature  or  size  of  the  borrowing  con- 
cern, or  the  stage  in  the  Business  Cycle? 

9.  How  does  the  imposition  of  this  requirement 
affect  the  ratio  of  cash  to  current  assets  and  current 
liabilities? 

(See  Bankers'  Magazine,  January  1922,  pp.  25-30.) 
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Problem  79 
Need  for  JMaintaining  the  Required  Bank  Balances 

The  A.  B.  Shoe  Manufacturing  Company  is  a  closed 
corporation,  the  stock  being  almost  solely  held  by  a  few 
relatives  who  are  men  of  experience  in  the  shoe  business, 
though  this  particular  concern  is  relatively  new.  Ac- 
cording to  the  financial  statement  of  the  company 
submitted  to  its  banker  as  of  December  31,  1919,  the 
business  was  making  a  good  deal  of  money  and  its 
current  position  was  apparently  satisfactory.  A  net 
worth  of  1300,000  was  shown,  and  on  the  strength  of 
its  statement  it  was  an  easy  matter  for  the  A.  B. 
Company  to  extend  its  lines  of  credit  with  its  old  bank 
to  the  amount  of  $75,000  and  to  open  up  new  lines  of 
credit  of  an  equal  amount  with  two  other  banks. 
While  actually  borrowing  from  these  banks  the  custom- 
ary deposit  of  20  per  cent  of  the  line  was  kept. 

During  the  first  half  of  1920  the  concern  continued  to 
make  money  but  still  carried  a  relatively  heavy 
inventory.  The  old  bank  at  this  time  cautioned  the 
company  to  go  easy  and  to  be  sure  to  keep  an  ample 
deposit  with  the  two  new  banks  with  which  lines  of 
credit  had  been  established.  However,  as  the  lines 
from  the  other  two  banks  had  been  of  a  temporary 
sort,  it  let  the  balances  drop  low  as  soon  as  it  was 
able  to  "clean  up":  During  the  second  half  of  the 
year  1920  the  concern  began  to  lose  money  rapidly, 
because  of  returned  goods,  cancelation  of  orders,  shrink- 
age of  inventory,  and  so  on,  so  that  by  the  end  of  the 
year  not  only  had  the  appreciable  profits  of  the  first 
half-year  been  wiped  out,  but  also  the  capital  was  im- 
paired to  the  extent  of  $100,000. 

Early  in  1921  the  concern  applied  to  its  old  bank  for 
an  additional  loan  as  well  as  for  advice.  The  bank, 
however,  was  very  reluctant  under  the  circumstances, 
in  view  of  the  impaired  equities  and  frozen  condition, 
to  extend  any  further  loan,  and  asked  the  A.  B.  Company 
if  it  could  not  use  its  lines  at  the  other  two  banks.  Par- 
ticular inquiry  was  made  regarding  the  proportion  of 
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deposits  kept  at  these  other  banks,  whereupon  ^it 
appeared  that  instead  of  keeping  tlie  customary  20 
per  cent  of  the  line  A\'hich  would  have  Iseen  about 
$15,000  in  each  bank,  a  deposit  of  not  more  than 
$1,000  to  $2,000  was  being  kept  in  each,  the  other 
cash  resources  having  been  absorbed  by  the  unsatisfac- 
tory transactions  of  the  past  six  months.  The  A.  B. 
Company,  however,  seemed  to  feel  confident  that  the 
line  of  credit  would  be  extended  to  the  full  amount  of 
$75,000  if  desired. 

Fearing  that  this  was  an  impossible  situation,  an 
oflfiicer  of  the  first  bank  went  to  the  other  two  banks  along 
with  a  representative  of  the  A.  B.  Company.  These 
banks  stated  that  they  would  not  under  any  circum- 
stances make  a  loan  unless  the  full  20  per  cent  bal- 
ance was  kept  with  them.  The  company,  however, 
was  at  the  end  of  its  resources  and  knew  of  no  way 
of  providing  such  a  balance.  Finally  it  was  arranged 
that  the  old  bank  would  extend  its  line,  now  being 
used  to  the  limit,  to  the  amount  of  about  $30,000, 
which  it  furnished  in  cash  to  the  A.  B.  Company. 

The  company  thereupon  deposited  this  sum  in 
equal  amounts  with  the  two  other  banks,  who  then 
agreed  to  extend  credit  as  needed  and  not  to  press  for 
immediate  payment.  The  official  of  the  old  bank  who 
was  responsible  for  this  temporary  solution  of  the 
difficulty,  says  that  their  own  line  was  extended  and 
increased,  and  they  had  used  their  influence  with  the 
other  banks  in  their  customer's  behalf,  solely  because 
of  their  confidence  in  the  character  of  the  customer. 
The  customer's  finances  by  the  middle  of  1921  had 
grown  worse  rather  than  better,  though  practically  all 
merchandise  customers  were ,  paid  off  and  the  inven- 
tories were  being  liquidated. 

Questions 

V.  What  particular  weaknesses  in  financial  manage- 
ment are  shown  in  this  problem? 

2.  Should  the  old  bank  have  come  to  the  assistance 
of  the  A.  B.  Company  in  the  way  indicated? 
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3.  Should  the  other  two  banks  have  been  willing, 
under  the  circumstances,  to  lend  further  to  the  A.  B. 
Companj'? 

4.  Can  you  suggest  any  better  way  whereby  the  A. 
B.  Company  could  have  financed  itself  over  this 
period? 

5.  What  do  you  expect  to  be  the  outcome  of  the 
present  situation? 

6.  What  specific  light  does  this  problem  throw  on  the 
general  financial  situation  in  1921? 


Problem  80 

Should  a  Borrowing  Concern  Pay  Off  All  of  Its 

Bank  Loans  at  Least  Once  Each  Year? 

The  statement  is  frequently  made  that  theoretically 
the  borrowing  concern  should  at  least  once  during  the 
year  "clean  up"  its  bank  and  commercial  paper  loans, 
that  is,  it  should  pay  off  all  its  temporary  borrowings. 
In  practice,  however,  most  bankers  admit  that  this 
rarely  happens. 

Questions 

1.  What  seems  to  be  the  reason  for  such  a  "rule"? 
Is  it  really  desirable  that  a  borrowing  concern  follow  it? 

2.  Can  you  think  of  concerns,  which,  from  the 
nature  of  their  business,  should  "clean  up"  oftener 
than  once  per  year?     Less  frequently? 

3.  Would  you  make  any  distinction  between  a 
"seasoned"  business  and  a  new  business  in  this  matter? 
Why? 
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Problem  81 
How  Extensively  Should  a  Business  Borrow? 

It  is  the  practice  among  some  business  concerns  to 
arrange  for  a  line  of  credit  with  several  banks,  though 
they  confine  their  borrowing  largely  to  one  or  two 
institutions.  Some  follow  the  practice  of  opening 
lines  of  credit  in  cities  remote  from  the  place  where 
their  business  is  done.  Some  of  the  concerns  which 
follow  this  policy  say  that  it  not  only  gives  greater 
credit  protection  but  also  has  a  useful  advertising  value. 

A  well-known  business  man  recently  said  that  he 
considered  it  to  be  a  wise  policy  for  a  business  not  only 
to  arrange  for  a  larger  line  of  credit  than  it  expects  to 
need,  but  also  even  to  borrow  money  temporarily 
which  is  not  needed  in  the  business,  for  the  purpose  of 
letting  the  bank  know  "Who's  Who." 

Question 

1 .  From  the  point  of  view  of  the  business  itself,  what 
seem  to  you  to  be  the  chief  advantages  or  disadvantages 
of  borrowing  in  the  manner  indicated? 

2.  How  can  the  banker  decide  what  is  the  proper 
line  of  credit  for  a  given  concern? 


Problem  82 
How  Much  Business  Can  a  Concern 
Afford  to  Do  on  Credit? 

A  well-known  banker  recently  wrote  as  follows : 

"How  much  can  I  afford  to  sell?  How  much  business 
can  I  afford  to  do? 

"The  usual  answer  pertly  given,  would  be  'All  that  I 
can.  How  else  can  I  go  forward?'  It  seems  ridiculous 
.to  think  that  a  man  may  have  more  business  than  is 
good  for  hinli  Yet  it  has  been  my  experience  that  a 
large  portion  of  the  business  difficulty  which  results  in 


228  PROBLEMS  IN  BUSINESS  FINANCE 

financial  difficulty,  comes  through  failing  to  ask  whether 
or  not  orders  should  be  taken  beyond  a  certain  amount. 
This  amount  will  ^ary  according  to  circumstances  and 
according  to  the  business.  It  can  be  regulated  by 
principles,  but  not  by  fixed  rules. 

"There  is  only  one  chance  in  a  thousand  of  staying  in 
business,  say,  five  years  if  credit  is  forced  to  serve  as 
capital." 

(W.  F.  H.  Koelsch,  in  System,  August  1921,  p.  145  ff.) 

Questions 

1.  How  can  a  concern  determine  how  much  business 
it  is  safe  to  do  on  a  given  amount  of  capital? 

2.  When,  if  at  all,  is  it  wise  to  use  temporary  bor- 
rowings for  investment  in  fixed  assets? 

3.  What  factors  determine  the  relative  amount  of 
working  capital  needed  in  a  business? 

(Reference:  Lough,  Buxiness  Finance,  380-414.) 


Problem  83 
Bank  Loans  and  Government  Regulation 

"Shortly  after  the  income  tax  law  became  effective, 
a  manufacturer  of  metal  goods  filed  a  statement  of 
his  financial  condition,  and  when  it  was  turned  over  to 
the  credit  department  for  analysis,  a  sharp  decrease  in 
net  worth  was  uncovered.  As  the  various  items 
on  the  comparative  statement  were  balanced  one 
against  the  other  over  a  period  of  years,  the  latest 
statement  showed  evidences  of  manipulation. 

"The  outside  investigator  was  sent  to  the  customer's 
plant  with  instructions  to  make  a  survey  of  the  business 
for  the  past  year.     As  was  usually  his  line  of  action,  the 
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investigator  did  not  attempt  a  detailed  audit,  but 
endeavored  rather  to  look  over  the  stock,  prove  up  the 
condition  of  the  trade,  and  gather  other  pertinent 
information  of  a  general  character. 

"While  he  was  at  the  plant,  the  manufacturer  hast- 
ened to  the  bank  and  sought  out  the  credit  manager. 

"  'Why  did  you  send  an  investigator  to  my  plant?'  he 
asked,  half  angrily,  half  like  a  boy  whose  pride  has  been 
wounded.  And,  without  giving  the  other  man  a  chance 
to  answer,  he  launched  forth  a  violent  protest  against 
the  bank's  action.  'I've  been  a  good  customer  of  this 
bank  and  I'll  not  be  watched  like  a  criminal,'  he  said, 
emphasizing  his  words  by  pounding  on  the  top  of  the 
mahogany  desk. 

"In  the  midst  of  this  tirade  the  investigator  walked  in 
and  reported  there  was  nothing  to  indicate  a  reduction 
in  the  concern's  net  worth  and  that  there  must  be  some 
mistake  in  the  last  statement.  Calmed  by  this  un- 
expected interruption,  the  manufacturer  changed  his 
attitude  and  confessed  that  he  had  purposely  made  an 
artful  error  in  the  statement. 

"  'That  was  a  copy  of  the  statement  I  submitted  to 
the  government,'  he  explained,  'and  I  left  it  the  same 
for  you  so  if  it  were  checked  up  at  any  time  it  would 
show  no  discrepancies.' " 

(Shaw,  Credits  and  Collections,  68-69.) 
Questions 

1.  What,  in  your  opinion,  have  been  the  chief  effects 
of  the  national  tax  laws  on  the  relations  existing 
between  business  concerns  and  their  banks? 

2.  How  has  the  Federal  Reserve  Act  affected  the 
situation? 
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B.     OPEN  AfAEKET  BORROWING 

Problem  8\ 
A   Small   Company   Borrowixg   on  the  Open  Market 

The Overall  Company  referred  to  in  an  ear- 
lier problem*  had  in  recent  years  been  selling  a  little 
paper  on  the  open  market.  There  had  been  consistent 
growth  for  several  years,  but  the  financial  statement 
had  shown  little  change  so  far  as  the  various  relations 
were  concerned,  until  1919.  Further,  so  large  a  surplus 
had  been  built  up  out  of  earnings,  as  a  result  of  con- 
servative management,  that  the  reputation  of  the  com- 
pany was  apparently  very  high  with  those  bankers  and 
merchants  who  had  dealings  with  the  concern. 

By  1920,  however,  as  a  result  of  the  expansion  policy 
earlier  described,  the  balance  sheet  showed  some 
marked  changes,  though  the  current  ratio  remained 
practically  as  before.  The  following  financial  state- 
ments indicate  the  general  condition : 

Assets                              1919  1920 

Plant  account,  etc $200,000  $1,000,000 

Inventory 100,000  400,000 

Accounts  receivable 70,000  100,000 

Cash 30,000  50,000 

$400,000  $1,550,000 

Liabilities 

Capital  Stock $100,000  $1,000,000 

Bonds 225,000 

Accounts  payable 25,000  100,000 

Notes  payable 75,000  175,000 

Surplus 200,000  50,000 

$400,000  $1,550,000 

The  larger  number  of  notes  paj'able  were  those  which 
had  been  sold  to  various  banks  by  note  brokers,  who, 
owing  to  the  excellent  record  of  the  company  in  the  past, 
found  no  difficulty  in  placing  the  small  issues. 
During  the  fall  of  1920,  one  of  the  holders  of  this 
company's  notes  failed  to  receive  payment  when  the 

•Problem  30 
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note  was  due.  Accordingly  an  inquiry  was  sent  by 
this  bank  to  its  correspondent  bank  in  New  York  City 
with  the  request  that  the  financial  standing  of  the 
company  be  carefully  checked  up. 

The  New  York  Bank  accordingly  made  use  of  its 
various  channels  of  information,  securing  letters  from 
banks  which  held  the  company's  paper  or  had  loaned 
it  money  directly,  from  merchants  who  had  had  deal- 
ings with  the  concern,  and  from  commercial  agencies. 
All  reports  received  were  uniformly  favorable.  The 
excellent  management  of  past  years,  in  which  there  had 
been  no  changes,  was  particularly  stressed. 

Questions 

1 .  What  would  be  your  analysis  of  the  situation  here 
indicated? 

2.  Should  this  concern  be  selling  paper  on  the  open 
market?     Why? 

3.  Do  you  agree  with  the  reports  secured  from 
the  various  sources?  If  not,  how  do  you  account  for 
their  favorable  reports? 

4.  Would  the  company's  financial  position  be  better 
at  the  present  time  if  it  had  borrowed  solely  from  the 
banks?     Why? 

(Consult  Phillips,  Bank  Credit,  260-294.) 


Problem  85 

Is  THE  "Quality"  of  Commercial  Paper  Related  to  the 

Nature  or  the  Industry  Engaged  in  by 

THE  Borrowing  Concern? 

"The  nearer  the  inventory  is  to  the  absolute  raw 
material  of  standard  size  and  fineness,  the  more  liquid 
it  is  and  hence  the  more  advantageous  as  an  asset." 
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Questions 

1.  Do  you  agree  with  this  statement? 

2.  If  so,  indicate  briefly  those  concerns  whose  com- 
mercial paper  should  have  the  readiest  market. 


Problem  86 
The  Commercial  Paper  Market  and  the  Business  Cycle 

It  is  reported  (1920-21)  that  many  of  the  largest 
banks  both  in  Boston  and  New  York  have  purchased  no 
commercial  paper  for  three  or  four  years.  On  the  other 
hand,  many  of  the  smaller  "country"  banks  are  in- 
vesting rather  heavily  in  commercial  paper.  In  fact, 
had  it  not  been  for  these  "country"  banks,  it  is  esti- 
mated that  many  of  our  large  business  concerns  would 
have  failed  during  the  past  year. 

Questions 

1.  How  do  you  account  for  the  situation  here 
indicated? 

2.  Should  you  expect  to  find  a  different  state  of 
affairs  in  normal  times?    Why? 

3.  Is  the  above  situation  a  safe  one?  Why  or  why 
not? 


Problem  87 
General  Questions  on  the  Use  of  Commercial  Paper 
Questions 
1.  Should  a  concern  borrowing  on  the  open  market 
give  more  information  to  the  broker  regarding  its  finan- 
cial affairs  than  it  would  ordinarily  give  to  its  bank? 
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2.  Should  you  expect  it  to  be  possible  for  a  financially 
weak  concern  to  sell  its  paper  to  note  brokers? 

3.  Can  you  suggest  any  limitations  on  open  market 
borrowings  dependent  on  the  size  or  type  of  business 
attempting  to  sell  its  commercial  paper? 

4.  Is  it  a  wise  policy  for  a  business  to  borrow  only 
through  commercial  paper  houses? 

5.  Do  you  consider  it  sound  policy  for  a  bank  to  buy 
the  commercial  paper  of  a  concern  to  which  it  is  already 
extending  a  line  of  credit?  How,  if  at  all,  might  this 
practice  affect  the  business  situation? 

6.  (a)  From  a  point  of  view  of  a  business  concern, 
what  are  the  advantages  and  disadvantages  of  open 
market  borrowing? 

(b)  Sum  up  the  situation,  also,  from  the  point  of 
view  of  the  bankers. 

(Reference:  Phillips,  260-294.) 


Pkoblem  88 

What  a  Supposedly     Strong  Concern  Can  Do 

BY  Borrowing  Through  Note  Brokers 

A  striking  illustration  of  what  can  happen  to  a 
concern  using  the  open  market,  is  furnished  by  the 
borrowing  operations  of  the  H.  B.  Claflin  Company 
of  New  York,  which  failed  in  1914. 

"This  concern,  which  was  one  of  the  largest  wholesale 
dry  goods  houses  in  the  world,  had  affiliated  with  it  a 
manufacturing  concern  and  twenty  or  more  retail 
stores.     The  retail  stores  bought   of  the  wholesale 
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house  on  open  account,  until  the  accounts  reached 
certain  amounts  when  notes  would  be  given  in  payment 
of  the  accounts.  These  notes  the  H.  B.  Claflin  Com- 
pany would  endorse  and  steadily  offer  for  discou^at 
over  a  wide  area,  generally  through  note  brokers. 
As  to  the  amount  of  endorsed  paper  outstanding  at  any 
time,  brokers,  fearful  of  losing  the  lucrative  business, 
were  reluctant  to  inquire  and  bankers  only  guessed. 
The  key  to  the  explanation  of  the  willingness  of 
bankers  to  buy  paper  offered  under  such  uncertain 
conditions  was  the  personal  esteem  in  which  Mr.  H.  B, 
Claflin,  the  head  of  the  concern,  was  held.  One  of  the 
foremost  citizens  of  the  metropolis,  he  had  cultivated 
a  personal  acquaintance  with  prominent  bankers  over 
extensive  territory. 

"It  was  known  that  everybody  held  Claflin  paper 
and  it  developed  at  the  time  of  the  failure  that  the 
Claflin  receivables  or  endorsements  were  diffused 
among  2000  to  3000  banks.  If  everybody  wants  the 
paper,  the  bankers  seem  to  have  reasoned,  it  must  be 
good.  The  very  knowledge  that  everyone  else  is  carry- 
ing the  paper  of  a  given  house  that  a  banker  thinks 
well  of,  is  a  source  of  satisfaction  to  him.  If  failure 
should  occur  others  would  share  his  disappointment. 

"In  June,  1914,  with  tight  money  prevailing,  the  con- 
cern was  unable  to  market  more  paper  through  its 
brokers  and  asked  for  temporary  additional  assistance 
from  its  bankers.  The  bankers  interested  cooperated 
in  making  an  examination  of  the  affairs  of  the  company, 
uncovering  direct  indebtedness  of  $9,000,000  and 
contingent  liabilities  of  almost  $32,000,000,  repre- 
senting the  endorsed  notes  of  the  retail  stores,  the 
condition  of  which  was  a  depressing  revelation  to  the 
bankers  concerned.  Quick  assets  amounted  to  ap- 
proximately $12,000,000.  In  spite  of  having  long  paid 
five  or  six  per  cent  dividends  the  concern  had  been 
insolvent  for  several  years.  The  note  brokerage 
system  had  prolonged  the  life  of  the  company  at  the 
expense  of  the  banks." 

(Quoted  from  Phillips,  Bank  Credit,  285-286.) 
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Question 
What  conclusions  can  be  drawn  from  this  incident 
regarding  open  market  borrowing  and  its  relation  to 
direct  bank  borrowing? 


Problem  89 
How  A  Small  Concern  Borrowing  Solely  on  the 
Open  Market  Deceived  Its  Creditors 

Not  many  years  ago,  a  concern  in  the  Middle  West 
failed  to  the  extent  of  nearly  $1,000,000.  Of  this 
amount  less  than  $100,000  had  been  borrowed  directly 
from  the  bankers.  However,  about  $800,000  in  com- 
mercial paper  had  been  sold  through  note  brokers 
to  small  banks  throughout  the  country.  On  this  paper 
they  suffered  a  complete  loss.  None  of  the  paper  had 
been  placed  in  the  city  where  the  business  house  was 
located,  and,  further,  the  concern  had  practically  no 
accounts  payable  for  merchandise  outstanding.  .In  fact, 
so  far  as  the  trade  was  concerned,  its  credit  seemed  to 
be  A-1. 

Questions 

1.  How  do  you  account  for  this  episode? 

2.  Could  this  situation  have  arisen  if  the  concern 
had  done  most  of  its  borrowing  from  local  banks? 

3.  Does  this  failure  reflect  most  discredit  on  the 
borrower,  the  note  brokers  who  sold  their  paper,  or  on 
the  banks  which  bought  it?    Give  your  reasons. 
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Problem  90 

What  Steps  Shall  be  Taken  When  the  Commercial 

Paper  Market  is  No  Longer  Open? 

The  B.  Company  is  engaged  largely  in  the  manufac- 
ture of  woolen  dress  goods.  It  has  always  had  the 
reputation  of  being  very  conservatively  managed  and 
its  credit  with  the  banks  has  been  excellent.  Even 
though  small  it  has  been  able  to  sell  its  paper  on  the 
open  market  without  question.  However,  the  banks 
are  now  much  concerned  about  the  company's  present 
credit  position.  The  following  financial  statements 
show  the  financial  condition  of  the  company  at  the  end 
of  1919  and  at  the  end  of  1920. 

Comparative  Statement  op  the Manufacturing 

Company 
Filed  with  the  Massachusetts  Commissioner  of  Corporations 
November  30,  1919  and  1920. 

Assets                             1919  1920 

Real  Estate $293,335  $481,015 

Machinery 204,738  254,799 

Merchandise 1,213,597  1,618,661 

Furniture  and  Fixtures 8,744 

Mortgage 6,500 

Cash  and  accounts  receivable 591,976  486,584 

Securities 166,198  248 

Deferred  assets 14,221  32,669 

$2,484,068  $2,889,224 
Liabilities 

Capital  Stock $500,000  $500,000 

Mortgages 10,000 

Floating  debt 863,000  1,545,000 

Accounts  payable 401,146  231,990 

Surplus 939,601  551,018 

Reserve 141,019  51,215 

$2,484,068  $2,889,224 

Questions 
1.  What  essential  changes  have  occurred  between  the 
two  dates,  and  how  do  you  account  for  these  changes? 
Could  they  have  been  avoided? 
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2.  Should  you  expect  this  concern  to  be  able  to  sell 
any  paper  on  the  open  market  in  1921? 

3.  Should  you  expect  that  any  bank  would  rediscount 
loans  made  by  this  company  with  other  banks? 

4.  Assuming  that  the  major  part  of  the  floating 
debt  is  in  the  form  of  commercial  paper,  what  do  you 
expect  the  company's  financial  position  to  be  at  the 
middle  of  1921? 

5.  What  financial  advice  would  you  give  this  concern 
at  the  present  time? 


Problem  91 

Attempting  to  Renew  Relations  with  a 

Former  Note  Broker  in  1921 

The  F.  Hardware  Manufacturing  Company  had 
formerly  been  a  customer  of  the  N.  Commercial  Paper 
House.  For  four  or  five  years,  however,  they  had  not 
raised  any  money  by  the  sale  of  notes,  though  this 
banking  house  had  from  time  to  time  made  non-com- 
mittal offers  of  service.  However,  the  F.  Company 
had  managed  to  finance  itself  almost  solely  through 
its  banks  and  did  not  appear  to  be  interested  in  trying 
the  commercial  paper  market.  The  moral  risk  of  the 
concern  was  excellent. 

In  June,  1921,  they  approached  the  commercial 
paper  house  for  a  loan,  presenting  the  following  state- 
ment of  conditioji  as  of  December  31,  1920: 
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Assets  Liabilities 

Real  Estate $586,030      Capital 1569,100 

Machinery 282,743      Accounts  payable.      378,992 

Cash 142,516      Notes  payable. . . .      505,000 

Accounts  receivable  480,262      Surplus  and 

Investments 251,217  reserves 1,845,995 

Notes 6,873      Accrued  items. . . .        10,815 

Merchandise 1,279,250 

Furniture,  fixtures  256,439 
Autos,  trucks, 

teams 9,641 

Patent  rights. . . .  5,461 

Prepaid  expenses .  9,470  

$3^09^2  $3,309,902 

The  trade  checkings  on  this  concern  were  found  to 
be  excellent,  and  their  commercial  bankers  considered 
them  A-1  in  every  respect. 

Questions 

1.  Should  the  F.  Hardware  Manufacturing  Com- 
pany have  expected  the  N.  Commercial  Paper  House 
to  buy  its  commercial  paper  at  this  time  with  the  con- 
dition indicated  on  the  statement? 

2.  As  the  credit  man  of  the  N.  Commercial  Paper 
House,  what  would  be  your  decision? 
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Problem  92 
Seeking  a  New  Note  Broker  in  1921 

The  Q.  Company  is  a  consolidation  of  several 
smaller  concerns  and  is  at  present  engaged  in  making 
miscellaneous  clothing  accessories,  particularly  sus- 
penders, garters,  and  the  like.  At  the  time  of  the 
consolidation  in  1915  their  chief  financial  adviser  was  a 
firm  of  private  bankers,  the  A.  Banking  Co.,  who  dealt 
in  some  investments  as  well  as  in  commercial  paper. 
In  fact,  these  bankers  were  well  represented  on  their 
board  of  directors. 

The  credit  of  the  new  company  was  from  every 
point  of  view  considered  excellent.  At  this  time 
also  a  commercial  paper  house,  the  B.  Banking  Co., 
which  had  frequently  sold  the  paper  of  one  of  the  im- 
portant consolidating  companies,  offered  its  services  to 
the  new  organization.  This  offer  was  from  time  to  time 
repeated  during  the  next  two  or  three  years,  but  on 
account  of  the  influence  of  the  group  of  bankers  back  of 
the  consolidation  the  offer  was  not  accepted. 

During  the  early  part  of  1921,.  however,  the 

Company  began  to  put  out  feelers  with  a  view  to 
interesting  the  B.  Banking  Company  in  an  offer  of 
commercial  paper.  They  stated  that  while  the  A. 
Banking  Company  had  heretofore  taken  care  of  their 
commercial  paper  loans,  they  were  not  averse  to  finding 
out  what  terms  the  B.  Banking  Company  would  make 
them.  They  further  let  it  be  known  that  though  they 
had  been  in  the  past  and  still  were  borrowing  heavily 
from  their  bankers,  they  would  be  glad  to  have  their 
paper  sold  more  extensively  on  the  open  market. 

Accordingly,  the  B.  Banking  Company  looked  into 
the  situation.  They  found  it  difficult,  however,  to 
secure  a  financial  statement,  in  view  of  the  fact  that 
the  company  had  been  considered  very  prosperous  and 
had  been  dealing  solely  with  bankers  who  were  finan- 
cially interested  in  the  business.  Finally,  the  following 
statement  was  obtained  from  the  records  filed  with  the 
Commissioner  of  Corporations: 
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Statement  of  the  Q.  Company 
Dec.  31,  1920 


Assets 

Real  Estate $1,462,165 

Machinery 1,290,178 

Furniture,  fixtures 

&  merchandise.  1,978,152 

Notes 126,298 

Accounts  receiv- 
able   387,288 

Cash 204,267 

Securities  and 

Investments...  267,124 

Patent  Rights ....  283,986 

Trade  marks 675,282 

Treasury  stock . . .  106,550 

Development  ex- 
penses   56,610 

$6,837,900 


Liabilities 
Capital  Stock. . .  .$3,731,650 

Mortgage none 

Accounts  payable.  78,325 
Notes  payable. . . .  1,011,000 
Subscriptions  to 

capital  stock . . .  9,337 

Reserves 773,843 

Surplus 1,233,745 


$6,837,900 


Questions 

1.  From  your  analysis  of  the  balance  sheet  do  you 
think  that  this  concern  was  being  properly  managed? 

2.  What  should  you  expect  to  be  the  credit  rating  of 
this  concern  (a)  in  "the  trade,"  (6)  by  the  banks  with 
which  it  has  been  dealing? 

3.  On  what  basis  should  you  expect  the  second 
commercial  paper  house  to  form  its  decision? 

4.  Do  you  expect  that  this  company  was  able  to  sell 
its  paper  through  the  second  commercial  paper  house? 
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Problem  93 
Should  a  Conc^ern  Finance  Itself  Largely 
Through  Note  Brokers? 

The  W.  Company  was  engaged  largely  in  the  manu- 
facture and  export  of  shoes  to  South  America.  Though 
the  company  had  lines  of  credit  with  two  banks  it  had 
grown  so  rapidly  during  the  war  years  that  these  lines, 
$50,000  at  each  bank,  were  wholly  out  of  proportion  to 
the  amount  of  business  done.  Further,  the  company  had 
been  depending  almost  solely  on  the  open  paper  market 
until  the  first  of  1920,  at  which  time  it  had  outstanding 
about  $500,000  in  notes,  with  an  average  maturity  of 
about  three  months. 

When  the  depression  came  in  the  South  American 
trade,  and  many  orders  began  to  be  canceled,  the 
company  found  itself  pressed  to  meet  the  notes  coming 
due.  In  view  of  the  shrinkage  in  inventory  value,  and 
the  frozen  and  uncertain  condition  of  their  receivables, 
concerns  engaged  in  a  similar  line  of  industry  were 
unable  to  sell  paper  on  the  open  market.  Though  the 
W.  Company's  position  was  still  relatively  good,  the 
market,  due  partially  to  the  general  prejudice,  simply 
would  not  absorb  its  paper^  The  company,  therefore, 
resorted  to  its  banks  for  an  extension  of  credit.  How- 
ever, the  bank  lines  arranged,  based  on  the  condition 
of  two  or  three  years  earlier,  before  the  business  had 
become  so  widely  expanded,  were  not  more  than 
sufficient  to  take  care  of  one-fifth  of  the  open  market 
borrowings. 

As  the  moral  risk  of  the  management  of  the  concern 
was  wholly  satisfactory,  the  two  banks  felt  that  the 
financial  tie-up  was  due  as  much  to  the  general  business 
conditions  as  anything  else,  though  they  had  reason 
to  criticize  the  policy  of  their  customers,  who  had 
failed  to  keep  their  lines  sufficiently  large.  Notwith- 
standing, they  agreed  in  each  case  to  double  their  line 
of  credit  to  the  concern,  making  it  $100,000,  provided 
the  W.  Company  could  secure  in  addition  lines  of 
credit  to  an  equal  amount  from  three  other  banks. 
This  would  enable  the  concern  to  pay  off  its  open 
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market  borrowings.  The  additional  lines  of  credit 
were  finally  arranged  in  time  for  the  W.  Company  to 
pay  its  notes  at  maturity  and  continue  in  a  solvent 
condition. 

Questions 

1.  Was  the  W.  Company  justified  in  expecting  its 
banks  to  extend  further  credit  at  this  time? 

2.  What  light  does  the  problem  throw  on  the  rela- 
tions existing  between  open  market  borrowing  and 
bank  borrowing? 


Problem  94 

Conflict  of  Interests  Between  Open  Market 

Borrowing  and  Bank  Borrowing — Effect  of  Rumors 

The  Company,  manufacturer  of  a  well- 
known  product  for  which  there  is  a  world-wide  market, 
has  nearly  always  depended  for  its  current  financing  on 
the  commercial  paper  market.  As  the  concern  has 
been  prosperous  there  has  always  been  a  ready  sale 
for  its  paper  and  only  stereotyped  questions  have  been 
asked  by  the  commercial  paper  houses.  The  concern  is 
unincorporated,  and  the  partners  were  supposed  to 
have  extensive  resources  outside  this  particular  busi- 
ness. Under  the  circumstances,  their  commercial 
paper  was  considered  "gilt-edged." 

It  should  further  be  explained  that  this  company, 
while  never  borrowing  much  from  its  banks,  always 
arranged  for  large  lines  of  credit  and  always  maintained 
at  least  a  20  per  cent  cash  deposit  against  these  lines. 
Consequently  its  reputation  with  its  bankers  was  ex- 
cellent, and  this  excellent  reputation  increased  the 
eagerness  with  which  its  paper  was  bought  throughout 
the  country. 
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In  the  first  part  of  1921  rumors  came  that  the 
partners  of  the  concern  had  invested  their  outside 
resources  in  all  manner  of  questionable  undertakings 
which  had  now  either  failed  or  were  in  serious  financial 
difficulties.  A  few  days  before  this  time  a  well-known 
commercial  paper  house  had  bought  outright,  and 
sold  under  the  usual  options,  $200,000  worth  of  this 
firm's  paper.  The  concern  had  a  deposit  of  $40,000 
in  a  well-known  New  England  Trust  Company  which 
entitled  it  to  a  line  of  $200,000.  Only  $50,000,  how- 
ever, was  being  borrowed. 

When  the  company  endeavored  to  use  its  line  of 
credit  at  the  bank  more  extensively,  questions  were 
immediately  raised,  whereupon  the  precarious  con- 
dition of  the  concern  became  evident.  Fearing 
bankruptcy  proceedings  which  might  result  in  very 
extensive  loss,  the  bank  immediately  exercised  the  legal 
right  to  demand  60  days'  notice  before  the  with- 
drawal of  the  customer's  funds.  This  action  of  the 
bank  at  once  gave  them  an  80  per  cent   protection. 

The  action  of  the  bank  and  the  rumors  regarding  the 
solvency  of  the  partners  of  the  concern  immediately 
became  known,  through  the  usual  sources  of  infor- 
mation, to  the  banks  which  were  buying  the  latest 
issue  of  commercial  paper  on  option.  They  therefore 
returned  the  paper  to  the  note  brokers  who  had  just 
bought  it.  The  note  brokers,  therefore,  whose  function 
is  merely  that  of  a  go-between,  became  unsecured 
creditors  to  the  extent  of  $200,000. 

Question 
1.  What   light   does   this   problem   throw   on   the 
desirability  of  selling  paper  on  the  open  market  by  an 
unincorporated  concern, 

(a)  From  the  point  of  view  of  the  concern  itself? 
(fe)  From  the  point  of  view  of  the  purchasers  of 
its  paper? 
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Problem  95 

The  Nature  of  the  Business,  the  Business  Cycle, 

AND  the  Note  Broker 

The  M.  Company  are  dealers  in  masons'  supplies. 
On  June  15,  1921  they  applied  to  a  commercial  paper 
house  for  as  large  a  loan  as  the  latter  would  be  willing 
to  grant.  They  presented  the  following  balance  sheet, 
as  of  December  31,  1920:— 

Assets  Liabilities 

Real  Estate $14,427      Capital 1400,000 

Cash 20,485      Accounts  payable.      237,621 

Accounts  receiv-  '                   Notes  payable 380,000 

able 498,348      Surplus 167,352 

Investments 10,892 

Notes 38,219 

Merchandise...  516,391 
Furniture,  fixtures 

and  tools 26,816 

Autos,  etc 29,459 

Patent  rights 700 

Goodwill 20,000 

Patterns 1,000 

Miscellaneous 8,231                                    

$1,184,973  $1,184,973 

Questions 

1.  What  is  your  analysis  of  the  balance  sheet 
furnished? 

2.  Should  the  company  in  June,  1921  expect  to  sell 
its  commercial  paper  on  the  strength  of  this  balance 
sheet? 

3.  Irrespective  of  general  business  conditions,  do 
you  think  that  a  concern  such  as  this  should  be  selling 
its  paper  on  the  open  market? 

4.  As  the  investigator  for  the  commercial  paper  house 
what  further  information,  if  any,  should  you  call  for? 

5.  What  decision  do  you  expect  would  be  handed 
down  in  this  case? 


THE  TRADE  ACCEPTANCE  245 

C.    THE  USE  OF  THE  TRADE  ACCEPTANCE 

Pkoblem  96 

Claims  Made  for  the  Trade  Acceptance  by  One  of 

Its  Chief  Advocates 

"Thousands  of  business  men  owe  the  present  Uquid 
condition  of  their  concerns  to  the  use  of  this  form  of 
paper  {i.  e.  the  trade  acceptance),  whereas  abuse  has 
been  due  to  practices  of  the  individual  not  the  instru- 
ment. Within  the  past  three  years  the  best  minds  in 
the  business  and  banking  world  have  given  the  system 
a  most  thorough  study,  applying  the  acid  test  of  ex- 
perience and  finally  pronouncing  it  worthy  of  their 
approval.  The  principal  mission  of  the  trade  ac- 
ceptance is  to  liquefy  credit,  improve  the  turnover  and 
minimize  credit  losses.  To  maintain  its  place  as  a 
high-grade  credit  instrument  it  will  therefore  be  used 
with  the  best  class  of  current  accounts.  Where  goods 
have  previously  been  sold  on  open  account  basis 
and  the  credit  department  record  of  the  customer 
shows  that  his  account  is  usually  settled  with  due 
regard  for  the  credit  terms,  the  acceptance  is  used 
to  the  best  advantage. 

"It  is  a  matter  of  record  that  more  than  one-third 
of  commercial  failures  are  due  to  insufficient  working 
capital.*  If  trade  acceptances  were  substituted  for 
open  accounts,  thus  enabling  the  merchant  to  dis- 
count them  at  his  bank,  thereby  providing  additional 
capital,  the  strain  would  unquestionably  be  relieved 
and  the  merchant  would  be  in  a  position  to  do  twice 
the  amount  of  business  possible  under  the  open  book 
method." 

Questions 

1.  Does  a  concern  derive  any  particular  advantage 
from  using  the  trade  acceptance  with  "the  best  class 
of  current  accounts?" 

2.  Do  you  agree  that  a  concern  using  the  trade 
acceptance  could  do  at  least  twice  as  much  business 
as  could  be  done  under  the  open  account  method? 

*See  Problem  156. 
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3.  Would  the  discounting  of  trade  acceptances,  as 
suggested,  really  supply  more  working  capital  in  a 
business  which  lacks  it? 

4.  If  a  concern's  credit  is  already  good  at  the  bank 
and  it  is  borrowing  in  the  usual  commercial  way, 
would  a  good  bank  be  likely  to  discount  its  trade 
acceptances? 

5.  Would  it  be  wise  for  a  concern  which  is  already 
borrowing  to  the  limit  from  its  banks  to  discount  its 
trade  acceptances  in  other  quarters? 

6.  If  a  concern's  credit  is  such  that  the  banks  are 
not  interested  in  its  ordinary  conmiercial  account, 
would  its  credit  position  be  improved  by  changing  its 
open  accounts   to  trade  acceptances? 

7.  Granting  that  the  above  statement  is  true,  how 
would  the  universal  use  of  the  trade  acceptance  in  the 
manner  indicated  affect, 

(a)  The  price  of  commodities, 

(6)  The  general  credit  structure, 

(c)  The  number  of  commercial  failures? 


Problems  IW 
What  Do  Figures  Prove? 

Early  in  1921,  Mr.  E.  W.  Shepard,  General  Credit 
Manager  of  the  Western  Electric  Company,  wrote 
substantially  as  follows,  regarding  their  experience 
with  the  trade  acceptance : 

"Early  in  1918  we  started  the  use  of  trade  acceptances. 
During  1919  and  1920  their  use  has  developed.     In 
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1919  both  the  number  and  volume  increased  over  200 
per  cent.  In  1920  the  number  and  volume  have 
increased  over  200  per  cent.  Our  losses  on  trade 
acceptances  for  the  first  two  years  were  much  smaller 
than  our  losses  on  open  account.  An  analysis  gives  us 
the  following  comparison: 


Per  cent  loss  to  sales 

Per  cent  loss  to  sales 

on  open  account 

on  trade  acceptances 

1918... 

0.39 

0.03 

1919... 

0.27 

0.07 

"Some  opponents  tell  us  that  trade  acceptances 
lengthen  terms,  but  when  used  properly  they  shorten 
terms  or  quicken  the  turnover,  and  most  users  have 
found  that  they  do.  Our  turnover  during  1919  was 
increased  15  per  cent,  and  this  year  our  average  turnover 
for  ten  months  has  been  nearly  12  per  cent  better 
than  during  the  same  time  in  1919,  notwithstand- 
ing' conditions  of  the  last  four  or  five  months.  A 
considerable  part  of  this  improvement  is  due  to  the 
use  of  trade  acceptances.  The  real  credit  problems  at 
present  are:  1.  Increasing  failures.  2.  Slow  col- 
lections. The  first  means  increased  expense,  and  the 
second  means  increased  expense  in  carrying  the  accounts 
and  decreased  turnover.  In  finding  the  solution  of 
these  problems  don't  overlook  the  value  of  the  trade 
acceptance.  I  believe  the  credit  man  has  a  real 
opportunity  to  show  that  he  is  a  constructive  force  in 
the  industry.  Let  us,  therefore,  take  advantage  of 
this  instrument  which,  when  used  properly,  will  help 
us  in  accomplishing  better  results  than  in  the  past." 

Questions 

1.  Do  the  figures  above  given  "convince"  you  of  the 
value  of  trade  acceptances? 

2.  Should  you  expect  this  company  to  have  more  or 
less  favorable  experience  with  the  use  of  the  trade 
acceptance  than  would  a  smaller  concern?    Why? 

3.  Which  type  of  concern  should  you  expect  to 
reap  most  advantage  from  the  use  of  trade  acceptances, 
a  manufacturing  or  a  "trading"  concern?    Why? 
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Problem  98 
Trade  Acceptances  and  the  Rapid  Increase  of  Prices 

The  following  statement  was  made  in  1919  by  the 
president  of  a  medium-sized  concern  dealing  in  iron 
ore,  coal  arid  coke: 

"It  was  during  the  beginning  of  the  great  ex- 
pansion of  business  that  we  adopted  the  trade 
acceptance.  Prices  of  iron  jumped  overnight  from 
approximately  $16  per  ton  to  almost  $50.  It  required 
three  times  as  much  capital  to  do  business  satisfac- 
torily during  the  war  as  it  required  to  do  business  before 
the  war.  Had  it  not  been  for  ample  and  generous 
banking  facilities — and  our  case  was  probably  typical 
of  thousands  of  other  business  houses — we  would 
have  found  our  own  cash  resources  quite  inadequate 
to  meet  the  situation.  As  it  was,  we  found  that  we 
had  in  open  book  accounts  four  or  five  times  as  much 
money  due  us  as  we  had  ever  had  due  us  at  any  time 
previously;  and  in  order  to  swing  our  trade  and  keep 
our  own  credit  good,  discounting  our  own  bills  and 
meeting  all  payments  on  their  due  dates,  we  were 
owing  banks,  not  a  sum  of  money  out  of  proportion 
to  the  money  due  us,  but  an  amount  which  was  much 
larger  than  our  capital,  and  which  four  or  five  years 
ago,  would  have  seemed  impossibly  large. 

"This  was  our  situation  when  we  adopted  the  trade 
acceptance.  The  results  were  absolutely  miraculous. 
In  less  than  four  months'  time  we  had  reduced  our 
open  book  accounts  to  a  comparatively  small  figure; 
we  had  paid  every  dollar  of  indebtedness  due  the  banks, 
and  more  than  that  we  were  carrying  a  large  cash 
balance,  and,  in  addition,  had  trade  acceptances  in  our 
safe  which  we  called  a  cash  reserve,  because  it  could  be 
instantly  converted  into  cash.  These  trade  acceptances 
ran  into  large  figures. 

"Now,  there  is  our  record.  That  is  what  the  trade 
acceptance  did  for  us." 
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Questions 

1.  Is  this  concern  really  in  a  strong  position? 

2.  If  so,  is  their  position  a  result  of  the  use  of  the 
trade  acceptance? 

3.  What  should  you  expect  their  experience  to  be  at 
present? 

4.  What  difficulties  might  confront  a  similar  concern 
beginning  the  use  of  the  trade  acceptance  at  present? 

5.  Would  a  manufacturer  of  steel  products  find  it 
easier  or  more  difficult  to  use  trade  acceptances  than  a 
distributor -of  raw  material  needed  by  the  manufacturer? 
Which  would  probably  gain  most  from  their  use? 


Problem  99 
Introducing  the  Use  of  the  Trade  Acceptance 
With  Concessions 

The    Shoe  Company  never  had  enough 

working  capital  to  put  it  in  a  comfortable  financial 
position.  Further,  under  the  prevailing  open  account 
method  of  selling  to  customers,  their  collections  tended 
to  be  very  slow.  Several  years  ago  their  condition 
was  so  dubious  that  their  old  bank  refused  to  lend  them 
any  more  money  in  the  usual  way. 

Finally,  the  bank  agreed  to  lend  them  for  a  short 
time  on  their  best  accounts  receivable  up  to  about  80 
per  cent  of  the  face  value.  It  was  arranged,  how- 
ever, that  the  bank  should  collect  the  accounts  and 
that  the  company  in  the  meantime  should  work  gut 
a  plan  for  more  speedy  coUectipns, 
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At  last  the Shoe  Company  decided  to  give 

trade  acceptances  a  thorough  trial.  Their  chief  prob- 
lem, however,  was  to  persuade  their  customers  to 
accept  bills  drawn  on  them  in  this  way,  as  many  thought 
it  was  too  great  a  reflection  on  their  credit  standing. 
Accordingly,  as  an  inducement,  the  company  agreed  to 
disregard  the  usual  terms  of  sale,  2  per  cent  in  10  days, 
30  days  net,  so  that  the  time  for  payment  indicated 
on  the  Acceptances  was  extended  15  days.  This  in- 
duced most  of  their  customers  to  give  acceptances, 
taking  advantage  of  the  delay  in  payment  and  still 
receiving  the  cash  discount.  In  about  a  year's  time 
nearly  three  quarters  of  the  company's  sales  were 
financed  by  the  use  of  trade  acceptances.  These 
were  readily  discounted  by  the  bank  and  the  threat- 
ened failure  of  the  company,  due  to  insufficient  work- 
ing capital,  is  said  to  have  been  permanently  averted. 

Questions 

1.  Should  these  concessions  have  been  made? 

2.  Should  the  bank  discount  acceptances  obtained 
in  this  way? 

3.  Should  the  company  continue  its  present  policy? 


Problem  100 
Using  the  Trade  Acceptance  as  an  Aid  to  Selling 

The Company,  wholesale  cloth  merchants, 

in  1920  were  very  eager  to  sell  their  goods  as  usual  to  a 
large  customer  in  New  York  City.  The  customer, 
already  having  suffered  a  good  deal  of  loss  on  inventory, 
having  his  assets  in  a  comparatively  frozen  condition, 
notwithstanding  price  reductions,  protested  that  he 
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feared  that  he  could  not  pay  for  the  goods  at  the  usual 
time  and  hence  preferred  not  to  buy. 

The Company,  however,  made  him  what 

seemed  to  be  a  very  fair  price,  suggesting  that  he 
could  give  a  three-months  "acceptance"  for  the  goods, 
and  that  if  he  should  be  unable  to  honor  it  at  the 
expiration  of  this  period,  they  would  gladly  renew  the 
acceptance  until  he  could  be  in  a  position  to  pay. 
Thus  the  company  hoped,  by  increasing  their  accounts 
receivable,  to  make  a  more  favorable  showing  with 
their  own  bank  when  they  wished  to  borrow.  They 
further  supposed  that  they  had  it  in  their  power  to  dis- 
count the  acceptance  at  once,  provided  they  needed 
cash.     So  the  deal  was  closed. 

In  a  short  time  the  company  found  that  its  banks 
were  not  in  a  position  to  make  further  loans  for  current 
financing.  Consequently  an  attempt  was  made  to 
discount  this  acceptance  to  the  extent  of  about 
$100,000.  Upon  making  inquiry,  their  bank  discov- 
ered that  the  acceptor  would  probably  be  unable  to 
pay  his  obligations  when  due.  Thus  a  tacit  agreement 
for  continued  renewal  was  brought  to  light.  This,  of 
course,  made  the  acceptance  ineligible  for  rediscount, 
the  company's  banks  would  have  nothing  to  do  with 
the  matter,  and  it  became  necessary  to  resort  to  a 
finance  corporation,  which  bought  the  acceptance  at  a 
very  heavy  discount.  This  corporation  immediately 
forced  payment  at  the  maturity  of  the  acceptance,  and 
so  brought  about  the  bankruptcy  of  the  company's 
customer. 

Questions 

1.  Analyze  the  conditions  herein  presented. 

2.  What  light  does  this  problem  throw  on  the  use  of 
the  trade  acceptance, 

(a)  From  the  seller's  point  of  view; 

(b)  From  the  buyer's  point  of  view? 

3.  As  a  rule  should  a  concern  discount  the  trade 
acceptances  which  it  receives  from  its  customers  or 
hold  them  tjU  maturity?    Why? 
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Problem  101 

Can  the  Open  Account  Prove  More  Satisfactory 

Than  the  Trade  Acceptance? 

An  electrical  supply  concern  finds  the  use  of  the 
trade  acceptance  a  poor  poUcy  with  poor  customers 
who  have  no  bank  accounts.  They  merely  buy  all 
they  can  and  put  off  the  time  of  payment  as  long  as 
possible  by  signing  trade  acceptances.  For  example, 
if  the  credit  extended  is  for  60  days,  they  will  have 
bought  at  least  two  months'  supply  before  the  first 
payment  comes  due,  and  very  probably  they  will  use 
their  credit  with  the  first  concern  in  order  to  establish 
credit  with  other  concerns,  the  result  being  that  they 
manage  to  secure  a  considerable  amount  of  goods  which 
they  proceed  to  sell  off  as  rapidly  as  possible,  so  that 
when  the  acceptances  come  due  there  is  practically 
nothing  to  attach,  and  payment  cannot  readily  be 
forced.  Further,  the  fact  that  they  have  no  bank 
accounts  makes  it  an  extremely  troublesome  process  to 
collect  from  them,  even  if  their  intentions  may  be  good. 

The Electrical  Supply  Company,  therefore, 

contends  that  with  an  open  account  it  can  manage  to 
get  a  little  money  from  time  to  time  without  running 
the  risk  of  waiting  a  long  time  for  the  initial  payment, 
which  almost  invariably  means  a  large  or  a  total  loss. 
Hence  this  company  expresses  itself  as  being  vigor- 
ously opposed  to  the  use  of  the  trade  acceptance. 

Questions 

1.  Is  the  difficulty  which  this  concern  encounters 
due  to  the  use  of  the  trade  acceptance? 

2.  What  advice  would  you  give  to  the  management 
in  the  matter? 
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Problem  102 

Under  What  Circumstances  Shall  the  Trade 

Acceptance  be  Adopted? 

A  wholesale  grocery  house  operating  under  the  usual 
conditions  in  an  Ohio  city  showed  the  following 
financial  condition  on  December  31,  1919: 

Statement  of     Company 

Dec.  31,  1919 
Assets  Liabilities 

Cash  on  hand...     $3,374.42      Accounts  Payable  $16,587.62 
Accounts  receiv-  '  Notes  payable. . .     95,000.00 

able 124,026.22      Other  liabilities. . 

Notes  receivable.     10,893.91 
Merchandise   in- 
ventory      312,086.87 

Equipment  in- 
ventory        4,455.75 

Other     Assets — 
Real  Estate. . .   124,191.67 

Bonds 2,484.00      Balance 469,925.22 

$581,512.84  $581,512.84 

Net  Sales $1,354,788.03 

Gross  Profit $160,507.84 

Credit  and  collection  expense $2,260.50 

Losses  from  bad  debts $2,938.30 

Total  Expense $124,012.31 

This  firm  does  business  with  about  1200  retail 
customers.  It  employs  eleven  salesmen  who  call  on 
the  customers  weekly.  These  salesmen  also  make 
collections.  A  number  of  the  customers,  however,  pay 
by  check,  and  take  cash  discounts  amounting  in  the 
aggregate  to  about  1  per  cent  of  the  annual  net  sales. 

An  advocate  of  the  trade  acceptance  endeavored  to 
persuade  the  management  of  this  concern  that  they 
should  use  trade  acceptances  with  all  of  their  customers 
who  were  not  taking  the  cash  discounts  offered.  It  was 
stated  among  other  things  that  such  a  practice  would 
reduce  collection  expenses  as  well  as  losses  from  bad 
debts.  An  officer  of  the  concern  has  now  asked  for 
advice  on  the  matter. 
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Qiiesiions 

1.  Do  you  think  that  this  concern  should  adopt  the 
trade  acceptance?    Why,  or  why  not? 

2.  Indicate,  specifically,  under  what  conditions  you 
think  it  desirable  to  use  the  trade  acceptance. 

(See  Operating  Expenses  in  the  Wholesale  Grocery  Business,   1920, 
Harvard  Bureau  of  Business  Research.) 


Problem  103 

The  Banker's  Point  of  View  on  the 

Trade  Acceptance 

"A  concern  taking  the  acceptances  of  its  customers 
will  be  using  its  credit  in  the  same  way  that  it  would  if 
it  took  its  note  to  a  bank  and  got  a  loan.  The  same 
questions  will  arise  regarding  the  concern's  credit 
standing.  Whether  it  discounts  its  notes  or  its 
customers'  acceptances — the  basic  security,  which 
briefly  is  the  ability  to  sell  and  collect  on  sales, 
remains  the  same. 

"The  experience  of  bankers  so  far  shows  that  the 
proof  of  the  responsibility  and  capability  of  the 
acceptor  of  a  trade  acceptance  is  obtained  for  the  most 
part  from  the  maker,  who  at  the  same  time  becomes 
the  indorser  when  he  presents  the  paper  for  rediscount. 
The  credit  manager  then  wants  to  be  sure  that  the 
information  regarding  the  acceptor  is  correct,  even 
though  the  financial  standing  of  the  indorser  is  first 
class.  The  temptation,  investigation  indicates,  is 
for  the  maker  to  put  the  acceptor's  best  financial  foot 
forward  when  he  comes  to  the  bank  with  trade  ac- 
ceptance paper. 

"For  this  reason,  suggests  one  banker,  the  data  thus 
obtained  should  be  minutely  scrutinized.  The  indorser 
may  not  always  be  the  best  source  of  information 
because  unconsciously  at  least  he  may,  as  the  repre- 
sentative of  the  selling  house,  be  too  anxious  to  increase 


THE  TRADE  ACCEPTANCE  255 

sales  and  make  as  many  turnovers  as  possible.  'Second- 
hand' information  of  this  sort  might,  if  distorted  in 
any  way,  defeat  the  whole  purpose  of  trade  acceptances 
as  especially  desirable  two-name  paper  for  the  bank. 
Such  data  might  indeed  make  the  offering  of  security 
poorer  from  the  standpoint  of  dependability  than  a 
commercial  short-time  note." 

Question 
Do  you  agree  with  the  point  of  view  here  expressed? 


Problem  104 

Conflicting  Opinions  of  Bankers 

On  Trade  Acceptances 

A.  A  partner  in  one  of  the  largest  commercial 
paper  houses  in  the  country  recently  made  the  following 
statement  regarding  trade  acceptances ; 

"Judging  by  the  experience  of  the  past  two  or  three 
years,  I  think  the  trade  acceptance  is  one  of  the  worst 
calamities  that  could  have  possibly  happened  in  the 
financial  world.  It  has  lead  to  inconceivable  abuses 
and  has  weakened  the  position  of  many  a  concern  which 
would  otherwise  have  been  strong.  While  there  may 
in  certain  instances  be  something  to  be  said  in  its  favor, 
so  far  as  our  house  is  concerned  we  will  avoid  its  use 
to  the  uttermost  and  will  have  no  dealings  with  a 
company  which  discounts  its  customers'  acceptances." 

Question 
Why  should  a  commercial  paper  house  "feel"  this 
way  about  it? 


B.  A  well-known  banker  recently  said,  "The  use  of 
the  trade  acceptance  is  growing  rapidly.  It  has  been 
the  salvation  of  many  a  concern  which  during  the  past 
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two  years  without  its  use  would  certainly  have  gone  on 
the  financial  rocks." 

On  the  same  day  that  this  statement  was  made,  an- 
other leading  banker  said,  "The  use  of  the  trade  ac- 
ceptance is  dying  out.  In  two  or  three  years  more 
no  one  will  give  them.  Personally,  I  wish  the  whole 
d business  were  dead  and  buried." 

Questions  ^ 

1.  Analyze  these  conflicting  statements  with  care. 

2.  Account  for  the  differences  of  opinion  expressed. 

3.  What  are  your  own  conclusions  on  the  matter? 


Problem  105 
Trade  Acceptances  and  the  Turnover  of  Inventory 

From  the  point  of  view  of  the  general  credit  situ- 
ation, should  you  consider  it  more  desirable  to  use 
trade  acceptances  in  the  various  stages  of  an  industry 
in  which  the  turnover  of  inventory  is  slow,  or  in  one 
in  which  the  turnover  is  comparatively  rapid?    Why? 


Problem  106 

General  Questions  on  the  Trade  Acceptance 

Questions 

1.  Can  you  formulate  any  rules  as  to  the  type  and 
size  of  business  concerns  which  can  most  profitably 
use  the  trade  acceptance  in  place  of  open  accounts? 

2.  Does  the  use  of  the  acceptance  depend  at  all 
upon  the  type  of  customers,  their  number,  or  the 
average  size  of  their  orders? 

3.  Specifically,  what  relation,  if  any,  does  the  use  of 
the  trade  acceptance  bear  to  the  Business  Cycle? 
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4.  Summarize  the  advantages  and  disadvantages  of 
tlje  trade  acceptance : 

a.  From  the  point  of  view  of  the  drawer; 

b.  From  the  point  of  view  of  the  acceptor; 

c.  From  the  point  of  view  of  the  commercial 
banker ; 

d.  From  the  point  of  view  of  the  note  broker; 

e.  From  the  point  of  view  of  the  general  credit 
situation. 


D.    MISCELLANEOUS  METHODS  OF  RAISING 
WORKING  CAPITAL 

Problem  107 
Conservatism  in  Securing  Working  Capital 

A  concern  manufacturing  a  large  line  of  articles 
marketed  all  over  the  country  through  jobbers, 
retailers,  and  direct  to  customers,  has  throughout  its 
history  been  able  to  attain  its  desired  growth  by 
reinvesting  its  profits  above  a  normal  return  on  the 
investment.  Borrowing  has  usually  been  restricted  to 
a  small  per  cent  of  its  invested  capital  and  to  the  period 
in  each  year  when  its  inventory  was  at  the  highest. 
During  the  balance  of  the  year  the  concern  was  able 
to  build  up  its  cash,  which  at  the  lowest  inventory 
period  usually  about  equaled  its  borrowing.  Money 
was  borrowed  from  banks  on  promissory  notes. 

During  the  war  period,  rising  prices  and  increased 
business  led  to  a  large  increase  in  inventory  and  bills 
receivable.  The  company  found  itself  in  need  of  more 
funds  and  the  qu6stion  arose  as  to  whether  it  should 
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increase  its  capital  stock,  borrow  on  notes,  or  increase 
its  borrowings  from  its  banks.  The  possibility  of 
using  trade  acceptances  was  scarcely  to  be  considered, 
since  this  company  sold  its  goods  at  30  days  net,  and 
the  terms  were  usually  strictly  observed. 

It  was  decided  not  to  increase  the  capitalization  for 
the  following  reasons:  (1)  It  was  not  thought  that 
the  need  of  more  funds  was  a  permanent  need  such  as 
would  not  be  overcome  by  falling  prices  and  gradual 
accumulation  of  reinvested  profits.  (2)  Any  increase 
in  capitalization  would  necessarily  be  at  a  high  rate 
of  interest,  which  would  permanently  increase  the 
company's  fixed  charges,  or  at  a  high  rate  of  dividend. 

Selling  its  notes  through  commercial  paper  houses  was 
rejected,  first,  on  account  of  the  old-fashioned  but 
conservative  objection  to  having  the  company's  paper 
sold  generally  throughout  the  country.  This  would  be 
poor  financial  advertising,  in  some  people's  minds. 
This  plan  was  further  opposed  because  of  the  difficulty 
and  high  cost  of  issuing  notes  at  the  time  when  funds 
were  needed.  Finally,  it  was  felt  that  concerns  who 
usually  borrow  on  the  open  market  are  frequently 
unable  to  get  sufficient  funds,  and  can,  in  case  of 
real  need,  only  with  difficulty  obtain  additional  help 
from  their  banks,  whose  funds  are  being  conserved  for 
their  old  customers. 

The  question  of  changing  some  of  the  slower  open 
accounts  to  the  trade  acceptance  basis  was  casually 
mentioned,  but  it  was  felt  that  the  company's  credit  at 
the  banks  might  be  injured  if  they  should  attempt  to 
discount  their  two-name  paper. 

Questions 

1.  Do  you  think  that  this  company  considered  all 
the  desirable  alternatives  for  the  financing  indicated? 
If  not,  what  further  methods  can  you  suggest  as  reason- 
able possibilities? 

2.  (a)  Do  you  agree  with  the  conclusions  reached 
regarding  certain  specific  methods  of  financing  as  given 
above? 
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(b)  Do  you  agree  Anth  tlir  specific  reasons  given  for 
arriving  at  these  conclusions? 

3.  What  method  or  methods  of  raising  the  additional 
working  capital  would  you  have  advised  this  concern 
to  follow? 

4.  What  method  do  you  believe  the  company  actually 
adopted,  and  what  should  you  expect  to  be  the  results? 


Phoblem  108 
Getting  Credit  from  the  Supply  House 

"John  Black,  a  dry-goods  salesman,  decided  to  put 
ten  thousand  dollars  into  a  dry-goods  business.  After 
he  had  selected  his  location,  the  first  problem  was  the 
purchase  of  fixtures.  Next  he  was  obliged  to  place  a 
limit  upon  the  credit  he  would  extend  to  customers. 
This  was  a  vital  problem,  and  one  that  would  affect  the 
credit  standing  of  his  store.  Deducting  the  amount 
tied  up  indefinitely  in  fixtures  and  in  customers' 
credits,  he  had  left  a  working  capital  of  six  thousand 
dollars.  On  this  capital  he  should  be  able  to  secure 
four  thousand  dollars'  credit  from  his  supply  house. 
This  would  enable  him  to  carry  ten  thousand  dollars' 
stock.  As  he  could  turn  it  three  times  a  year,  he  was  in 
a  position  to  do  an  annual  business  of  thirty  thousand 
dollars. 

"His  expenses  were  not  to  be  more  than  twenty  per 
cent  of  the  total  sales — six  thousand  dollars  per  annum, 
or  one  thousand  dollars  every  sixty  days.  His  bills 
fell  due  in  sixty  days.  On  the  basis  outlined  his 
business  was  conducted  thus: 
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Original  cash  capital. $10,000      Stock  carried $10,000 

Fixtures 2,000      Sales  for  year 30,000 

$8,000      Sales  every  sixty  days    5,000 
Customers'  accounts.     2^000      Deduct  expenses  and 
-|g;000         personal  withdraw- 

als  for  sixty  days. .     1,000 


Credit  from  jobbers .   $4,000      c^g^,  including  prof- 
its,   to    apply    to 

accts.  payable 4,000 

(which  last  entry  proves  up 
with  the  item,  "Credit 
from  jobbers.") 

"John  Black  was  able  to  establish  a  successful 
business. 

"He  planned  not  only  to  put  his  business  on  a  sound 
basis,  but  he  considered  also  his  credit  standing.  He 
limited  his  outlay  for  fixtures;  he  limited  the  amount 
of  his  accounts  receivable;  he  planned  his  business  and 
took  collection  precautions;  so  that  he  could  meet  his 
notes  when  due;  he  accepted  an  amount  of  credit  well 
proportioned  to  his  working  capital." 

(A.  W.  Shaw  Company,  How  to  Finance  a  Business,  30-31.) 

Questions 

1.  Do  you  see  any  weakness  in  this  plan? 

2.  Would  it  have  been  better  for  Black  to  borrow 
from  the  local  bank? 

3.  Was  it  wise  for  him  to  carry  so  large  an  amount  of 
stock? 

4.  Should  you  advise  him  to  continue  to  finance 
himself  in  this  way? 
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Problem  109 
Business  Borrowing  on  Personal  Collateral 

The  Unit  Company,  a  concern  making  important 
machine  accessories,  is  solely  a  one-man  concern  and 
unincorporated.  During  the  war  years  it  was  extraor- 
dinarily successful  and  secured  heavy  loans  from  one 
bank.  As  its  business  dropped  off  heavily  in  1920,  not 
only  was  it  impossible  to  pay  off  this  loan,  but  in  order 
to  avoid  failure  additional  bank  loans  were  needed. 

The  ba.nk  was  finally  on  the  point,  of  forcing  the 
concern  into  liquidation  with  a  view  to  salvaging  a  part 
of  the  loan,  as  it  seemed  improbable  that  the  concern 
would  be  able  to  work  its  way  out.  The  manager  and 
sole  owner,  however,  was  a  large  holder  of  good  securi- 
ties, which  he  agreed  to  pledge  with  an  officer  of  the 
bank,  not  as  collateral  for  his  loan,  but  as  a  guarantee 
to  the  bank  which  would  protect  them  against  any  loss. 
He  did  not  wish  the  word  to  go  out  that  he  had  been 
reduced  to  the  extent  of  borrowing  on  collateral. 
The  amount  of  securities  thus  voluntarily  handed  over 
by  him,  according  to  the  banker's  statement,  was 
several  times  the  extent  of  the  bank's  loan.  The 
bank  on  its  part,  also,  has  attemped  to  conceal  the 
details  of  this  transaction. 

Question 
1.  From  the  point  of  view  of  the  borrowing  concern, 
what  appear  to  be  the  elements  of  strength  or  weakness 
in  the  policy  followed  by  the  owner  of  this  business? 


262  PROBLEMS  IN  BUSINESS  FINANCE 

Problem  110* 
Pledging  Receivables 

Mr.  B,  a  dealer  in  automobile  supplies  and  accesso- 
ries, had  enough  capital  of  his  own  to  start  his  business. 
As  his  trade  expa,nded,  however,  he  found  that  he  did 
not  have  sufficient  working  capital  to  finance  the 
expansion    and   to    buy   under    the    most    favorable 

*The  following  account  of  the  practices  regarding  the  pledging  of 
receivables  by  different  types  of  concerns  should  prove  valuable: 

"(1)  Assigning  of.acoounts  by  concerns  that  are  financially  involved. 

"Suppose  a  certain  business,  which  has  $10,000  of  accounts  receivable, 
is  in  financial  straits  and  must  have  immediately,  say,  $5,000  in  cash. 
Unable  to  borrow  on  its  own  note,  having  neither  customers'  notes 
nor  trade  acceptances  available  for  discount  at  a  commercial  bank,  it 
still  has  in  its  accounts  receivable  a  resource  which  can  be  converted 
into  cash  through  the  intermediation  of  a  discount  house.  By  pur- 
chasing these  accounts  at  a  substantial  discount  and  collecting  them 
in  full 'at  maturity,  the  discount  company  can  at  once  provide  the 
necessary  financial  assistance  to  the  enterprise  in  question  and  earn 
a  profit  for  itself.  The  discount  company  receives  the  funds  which  it 
advances,  partly  from  its  shareholders,  but  more  largely  from  the 
commercial  bank  from  which  it  borrows  on  its  promissory  note,  secured 
by  the  purchased  accounts  as  collateral.  The  amount  of  the  discount 
varies  somewhat,  but  in  the  nature  of  the  case  the  rates  are  very  high, 
usually  ruinously  so. 

"(2)  The  sale  of  accounts  by  'well-rated'  concerns  as  a  means  of 
ncreasing  working  capital. 

"In  periods  of  very  active  business,  particularly,  many  concerns  find 
that  after  having  utilized  the  full  line  of  credit  extended  them  by  the 
commercial  banks,  they  could  make  a  profitable  use  of  more  funds. 
Indeed,  even  before  the  maximum  line  of  credit  at  the  bank  has  been 
utilized,  a  concern  often  resorts  to  the  sale  of  receivables  in  order  to 
keep  some  of  its  bank  credit  available  for  an  emergency.  The  money 
borrowed  may  be  devoted  to  expanding  the  volume  of  business  through 
the  purchase  of  additional  raw  materials  or  merchandise,  or  it  may 
be  used  to  pay  off  trade  bills,  thereby  saving  the  discount  that  is 
offered  for  early  cash  payments.  While  rates  charged  for  such  funds 
are  high,  the  cost  is  usually  less  than  the  amount  of  the  cash  discount 
on  trade  bills,  which  can  thus  be  saved. 

'^he  character  of  the  business  concerns  which  make  use  of  such 
credit  sources  may  be  seen  from  the  fact  that  one  discount  house  in 
1918  made  77J^%  of  its  $55,000,000  of  loans  to  customers  whose 
commercial  ratings  were  of  the  first  or  second  classes.  Nearly  75% 
of  the  customers,  moreover,  were  concerns  rated  above  $35,000,  some 
of  them  at  more  than  $1,000,000,  the  average  size  being  between 
$50,000  and  $75,000.  It  should  be  clearly  understood,  however,  that 
while  the  concerns  which  borrow  in  this  way  may  typically  be  well 
rated,  and  of  fair  size,  a  resort  to  the  sale  of  accounts  receivable  as  a 
means  of  raising  funds  indicates  a  credit  condition,  temporarily,  such 
that  commercial  banks  are  unmlling  to  lend  them  more.  Concretely, 
the  concern's  ratio  of  quick  assets  to  current  Uabilities  is,  as  a  rule, 
considerably  less  than  what  is  customarily  insisted  upon  by  the  com- 
mercial bankers. 
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conditions.  At  first  he  made  arrangements  to  borrow 
from  a  local  bank  on  his  promissory  notes,  endorsed  by 
his  wife,  who  owned  a  small  amount  of  real  estate. 
These  notes  ran  for  three  months,  and  in  accordance 
with  the  agreement  made  with  the  bank  it  was  neces- 
sary for  him  to  pay  off  the  greater  portion  of  the  loan 
by  the  end  of  that  time.  It  was  his  practice,  however, 
to  renew  these  notes  at  the  end  of  the  three  months,  so 
that  he  was  a  continuous  borrower  from  the  bank. 

The  business  prospered,  but  with  its  growth  there 
was  a  constant  need  for  more  working  capital,  since  the 
original  investment  had  been  entirely  too  small.  The 
bank  thereupon  made  arrangements  to  lend  more 
heavily  on  condition  that  the  best  accounts  receivable 
should  be  pledged  and  turned  over  to  them  for  collec- 
tion. These  served  as  collateral  for  B's  borrowings, 
until  ultimately  about  three-fourths  of  his  accounts 
receivable  were  really  in  the  hands  of  the  bank. 
Directions  had  been  issued  to  his  customers  that  they 
should  pay  month  by  month  at  the  bank,  but  to  the 
credit  of  the  account  of  the  business.  Though  the 
rate  charged  by  the  bank  on  this  loan,  being  a  month- 
ly rate,  was  much  higher  than  the  usual  discount  rate, 
the  borrower  found  it  possible  to  "clean  up"  his  loans 
frequently,  until  finally  he  reached  a  position  in  which 
it  was  no  longer  necessary  for  him  to  borrow  except 
when  his  business  was  at  the  peak. 

Recently,  B,  whose  business  is  now  on  a  firm  footing, 
wishing  to  erect  a  new  building  in  order  to  expand  his 
business  further,  tried  to  negotiate  a  loan  with  the 
bank  whereby  a  portion  of  the  necessary  funds  might 

"The  high-grade  credit  companies  engaged  in  such  financing  opera- 
tions sometimes  discount  the  accounts  receiveable,  but  more  commonly 
they  malce  a  'service  charge'  instead.  For  instance,  one  large  com- 
mercial credit  company  advances  about  80%  of  the  face  value  of  each 
account  at  the  time  of  purchase,  and  the  balance  as  it  is  collected.  It 
derives  its  profits  by  a  gross  charge  of  1/25  of  1%  on  the  net  face  of 
accounts  for  each  day  or  a  little  over  1%  per  month,  plus  $5  per  $1,000 
on  the  first  $100,000  worth  of  purchases  from  any  concern  in  any  one 
year.  In  order  that  the  customers  of  a  concern  may  not  be  disturbed, 
an  arrangement  is  made  whereby  the  borrower  may  do  his  own  col- 
lecting; thus  the  customers  need  not  know  that  their  accounts  have 
been  sold.  This  is  known  as  the  'non-notification'  plan."  (Moulton, 
in  Journal  of  Political  Economy,  Dec.  1920.) 
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be  raised  by  a  mortgage.  However,  his  old  bank,  with 
which  he  had  done  business  for  many  years,  refused  to 
make  the  loan. 

Questions 

1.  Analyze  the  strength  or  weakness  of  this  method 
of  financing,  taking  into  consideration  the  point  of 
view  of  the  bank  as  well  as  that  of  the  business. 

2.  Was  the  bank  justified  in  refusing  the  loan  for 
plapt  expansion? 

3.  How  would  "pledging  the  receivables"  of  a 
stationary  or  declining  concern  differ  from  the  present 
problem? 

4.  Would  your  answer  be  the  same  if  the  receivables 
were  to  be  sold  to  a  "discount"  company  instead  of  to 
a  commercial  bank?    Why,  or  why  not? 


Peoblem  111 

Raising  Wobking  Capital  Through  the  Issue 
OF  Notes  Secuebd  by  Inventory 

In  February,  1921,  the  Copper  Export  Association, 
composed  of  a  number  of  the  largest  copper  companies 
in  the  United  States,  issued  $40,000,000  of  8  per  cent 
secured  gold  notes  maturing  in  one,  two,  three  and 
four  years  from  February  15,  1921.  The  security 
back  of  these  notes  was  400,000,000  pounds  of  re- 
fined copper  held  for  export,  and  the  sums  required 
for  the  payment  of  principal  and  interest  were  guar- 
anteed by  seventeen  copper  producing  companies, 
members  of  the  Copper  Export  Association. 

As  both  the  foreign  and  the  domestic  demand  for 
copper  was  very  much  below  normal  at  the  time,  and  as 
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it  was  uncertain  when  the  export  companies  would  be 
able  to  liquidate  their  inventory,  the  purpose  of  this 
issue  was  to  relieve  the  banks  of  their  heavy  export 
loans  and  put  the  companies  in  such  a  position  that 
they  would  be  free  from  immediate  worries  regarding 
their  current  financial  position. 

A  good  deal  of  satisfaction  was  expressed  in  financial 
circles  at  the  "discovery"  of  this  new  method  of 
financing,  based  on  the  security  of  a  commodity. 
During  the  next  few  months  there  was  talk  of  raising 
funds  in  the  same  way  to  finance  cotton  merchants 
who  found  themselves  with  a  large  amount  of  de- 
preciated inventory  on  their  hands,  which  they  had 
expected  to  export.  There  has  also  been  talk  of  creat- 
ing a  farmers'  export  association  with  a  view  to  financ- 
ing the  export  of  those  farm  products,  particularly 
grain,  which  have  for  some  time  been  held  in  exces- 
sive quantities  in  this  country. 

Questions 

1.  Do  you  consider  this  method  of  financing  for 
working  capital  sound? 

2.  Would  you  make  any  distinction  in  your  answer 
between  this  method  of  financing  as  applied  to  exports 
of  copper,  and  the  financing  of  cotton  or  farm  products 
in  a  similar  manner? 

3.  Should  you  approve  of  this  method  of  financing 
if,  as  farmers  have  wished,  the  purpose  would  be  to 
enable  the  holder  of  such  commodities  in  this  country 
to  avoid  selling  inventory  produced  at  a  high  cost,  at 
the  prevailing  low  prices? 

4.  Would  your  answer  be  the  same  if  the  commodity 
to  be  financed  were  a  manufactured  article? 

5.  What  important  effects,  if  any,  should  you 
expect  this  export  financing  to  have  on  the  finances  of 
the  export  companies? 

6.  What  seem  to  you  to  be  the  essential  differences 
between  borrowing  on  notes  secured  by  inventory  and 
"pledging  receivables"?  Which  do  you  consider  the 
safer  method  of  borrowing? 
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Problem  112 
A  Distress  Method  of  Raising  Working  Capital 

The  X.  Paper  Box  Company  prided  itself  on  its 
ability  to  please  its  customers.  Being  a  small  concern 
it  would  make  up  special  orders  of  all  sorts  on 
demand,  and  would  frequently  use  a  special  quality  of 
cardboard  selected  by  its  clients.  One  of  the  large 
clients  had  formed  the  habit  of  buying  his  own  card- 
board and  selling  it  at  cost  to  the  X.  Paper  Box  Com- 
pany, which  thereupon  would  make  up  the  material 
accordin  to  specifications.  Early  in  1921,  when  con- 
ditions were  very  bad,  this  client,  whose  business  had 
very  markedly  fallen  off  so  that  he  required  few  boxes, 
sent  to  the  box  company  $20,000  worth  of  cardboard, 
which  he  had  purchased  several  months  before  when  it 
appeared  that  business  in  this  particular  line  would 
continue  active.  The  client,  already  in  serious  finan- 
cial difficulties,  though  at  present  very  little  indebted 
to  the  box  company,  asked  the  latter  to  pay  cash  for 
this  shipment  of  cardboard  from  which  the  future 
orders  of  boxes  would  be  made.  This  was,  of  course,  a 
method  of  getting  some  ready  money  from  the  box 
manufacturer,  who  already  had  on  his  hands  more 
inventory  than  he  knew  what  to  do  with. 

Question 
Under  the  circumstances,  what  policy  should  the 
box  manufacturer  follow  in  dealing  with  this  customer? 
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Problem  113 

How  Can  a  Successful  Woolen  Firm  Improve 

Its  Credit  Position  in  1921? 

The  Old  Compapiy  is  a  firm  of  wool  merchants 
practically  owned  by  one  elderly  partner,  all  of  whose 
resources  are  in  the  business.  Its  financial  position  on 
January  1,  1921,  was  as  follows: 

Statement  of  the  Old  Co. 
January  1,  1921 
Assets  Liabilities 

Cash $365,000      Notes  payable  (to 

Accounts  rec 89,000  banks) $900,000 

Merchandise    (ac-  Notes  payable  (to 

tual  value)....        343,000  officers) 124,000 

Merchandise  con-  Accounts  payable.  2,000 

signed 193,000*    Surplus 1,285,000 

Liberty  bonds....      316,000 
Other  securities .  .      834,000 

Rest  Estate 164,000 

Miscellaneous 17,000  

$2,311,000  $2,311,000 

(*This   item   really   covers    notes    receivable    from    wool    growers 

whom  the  merchants  are  financing  and  whose  clip  is  consigned  to  them.) 

This  firm  of  merchants  has  now  (June,  1921)  used 
up  the  greater  part  of  its  cash  in  financing  this  year's 
crop  of  wool  and  it  has  been  unable  to  reduce  its  bank 
loans.  The  banks  recently  have  been  much  disturbed 
by  the  condition  of  the  business,  as  indicated  by  the 
statement  above  given,  as  well  as  because  of  the 
general  depression  in  the  industry,  and  are  debating 
whether  they  shall  refuse  to  renew  the  loans  now 
outstanding. 

Questions 

1.  As  indicated  by  the  above  statement,  is  this  a 
"bankable"  proposition? 

2.  In  order  to  put  itself  in  a  more  s'atisfactory 
financial  position  (a)  immediately  (b)  ultimately, 
what  steps  should  you  advise  this  concern  to  take? 
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Problem  114 

Recently  Developed  Methods  of  Securing 

Working  Capital 

Since  the  conclusion  of  the  World  War,  numerous 
methods  have  been  suggested  or  actually  put  into 
operation  in  this  country  for  financing  the  sale  of  goods 
to  European  manufacturers  who  would  apparently  be 
induced  to  buy  in  much  greater  quantity  or  who  would 
apparently  reap  a  considerable  gain  if  they  could 
postpone  payments  until  business  comes  back  to  normal. 
One  important  consideration,  from  the  point  of  view 
of  the  European  purchasers,  has  of  course  been  the 
unfavorable  exchange  rates  with  this  country,  so  far  as 
they  are  concerned.  This  exchange  condition  is  due 
partially  to  the  depreciated  currencies  of  foreign 
countries  and  partially  to  the  huge  public  and  private 
loans  which  have  been  made  to  them  by  this  country, 
as  well  as  to  the  fact  that  they  have  in  recent  years 
found  it  necessary  to  import  our  goods  more  heavily 
than  ever  before.  Such  a  condition  naturally  makes 
it  necessary,  provided  they  finance  their  purchases 
on  a  cash  or  short-time  credit  basis,  to  pay  the 
added  cost  resulting  from  their  depreciated  exchange, 
in  addition  to  the  relatively  high  prices  which  are 
charged  by  the  American  producer.  So  iax  afe  the 
American  exporter  is  concerned,  he  argues  that  an 
important  part  of  his  market  will  be  unavoidably  lost 
unless  hitherto  unusual  steps  are  taken  to  enable  the 
foreigner  to  purchase  his  goods. 

As  a  result  of  this  situation,  various  foreign  finance 
corporations  have  been  organized  in  this  country  by 
mercantile  and  banking  interests,  with  a  view  to  making 
possible  the  extension  of  much  longer  credits  than  have 
heretofore  been  customary  among  our  exporters.  The 
United  States  Government,  also,  passed  the  Edge  Act 
at  the  end  of  1919,  providing  for  the  creation  of 
special  banking  houses  for  foreign  trade  purposes,  the 
capital  of  which  may  be  subscribed  to  by  national 
banks,  and  which  are  under  the  supervision  of  the  Fed- 
eral Reserve  Board. 
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Much  pressure  has  also  been  brought  to  bear  on  the 
Federal  Government  to  make  loans  direct  to  the 
producers  in  this  country,  so  that  they  can  finance 
themselves  while  selling  to  foreign  users  of  their  goods 
under  a  long-time  credit  arrangement  which  would 
make  it  impossible  for  ordinary  commercial  banks  to 
extend  their  assistance. 

Recently,  in  connection  with  the  League  of  Nations, 
a  plan  has  been  suggested  by  a  Dutch  banker,  named 
after  him  the  ter  Meulen  plan,  whereby  it  might  be 
possible  for  those  needing  imported  goods,  provided 
they  can  satisfy  an  international  committee  that  their 
credit  is  sound,  to  receive  from  their  respective  govern- 
ments national  bonds,  presumably  secured  by  collateral 
satisfactory  to  the  issuing  government.  These  bonds 
would  be  due  at  a  future  time,  not  at  all  related  to  the 
time  needed  for  effecting  the  transaction  or  for  trans- 
ferring the  imported  goods.  The  exporter  would  then 
receive  these  bonds  as  payment,  and  could  either  hold 
them  until  maturity,  or  no  doubt  sell  them  on  the 
open  market. 

Questions 

1.  Viewed  as  a  general  proposition,  do  you  consider 
such  methods  of  financing  the  sale  of  our  goods  abroad 
financially  sound? 

2.  How  should  you  expect  the  financial  position  of 
our  industries  to  be  affected  in  the  long  run  if  these 
methods  were  generally  used? 

3.  How  should  you  expect  the  finances  of  foreign 
industries  using  our  goods  to  be  affected? 

4.  How  should  you  expect  the  general  price  level  to 
be  affected  by  these  methods? 

5.  Should  you  approve  of  any  method  of  financing 
which  would  enable  producers  to  hold  their  merchandise 
inventory  in  the  hope  of  keeping  up  prices  when  the 
general  trend  of  prices  is  downward? 

6.  Would  your  answer  be  different  if  the  capital  for 
this  sort  of  financing  were  to  be  furnished  by  the 
Government? 
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Problem  115 
Shall  a  Concern  Whose  Financial  Standing  Has  Been 

Excellent  Sell  New  Securities  at  a  High  Rate  in 
Order  to  Improve  Its  Current  Position? 

The Company,  engaged  in  the  making  of 

steel  products,  has  been  excellently  managed.  Its 
growth  has  been  continuous  but  not  spectacular.  The 
company  has  for  many  years  made  high  profits,  until 
by  the  end  of  1920  it  had  a  surplus  equal  to  about  60 
per  cent  of  all  the  capital  stock  outstanding.  During 
the  year  1920,  after  the  paytoent  of  dividends  on  pre- 
ferred and  common  stock,  there  was  added  to  surplus 
an  amount  equal  to  about  1 L  per  cent  on  the  common 
stock.  In  fact,  18  per  cent  had  been  earned  on  the 
common  stock,  and  in  addition  a  considerable  amount 
of  bonds  had  been  retired  out  of  earnings.  Liberal 
allowance  had  also  been  made  for  depreciation  and  for 
tax  reserves.  The  net  worth  of  this  company  on 
December  31,  1920,  was  equal  to  160  per  cent  of  the 
par  value  of  the  stock. 

During  the  early  months  of  1921  the  company 
suffered  a  decline  in  business  because  of  the  general 
depression.  Within  the  first  six  months  of  the  year  it 
probably  did  not  operate  at  more  than  one-third  its  full 
capacity.  But  it  turns  out  a  very  wide  variety  of 
products  and  its  market  was  one  of  the  last  to  decline 
and  will  be  one  of  the  first  to  improve.  The  president 
of  the  company  now  thinks  (July,  1921)  that  they  will 
be  operating  at  about  two-thirds'  capacity  by  autumn. 

On  account  of  the  small  volume  of  business  done, 
the  company  naturally  operated  at  a  deficit  during  the 
first  half  of  1921,  for  in  accordance  with  earlier  ex- 
perience it  would  have  been  necessary  for  the  plant  to 
operate  to  about  75  per  cent  capacity  in  order  to  break 
even.  Every  effort,  however,  has  been  made  to  reduce 
overhead  expenses  and  effect  economies  until  it  is  now 
believed  that  the  company  can  avoid  a  deficit  if  the 
plant  is  operated  to  60  per  cent  capacity. 

Due  to  the  generally  unliquid  business  conditions 
this  company  unavoidably  has  a  high  merchandise 
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inventory,  which,  to  be  sure,  has  been  written  down  to 
market.  Its  bank  borrowings  are  also  higher  than  they 
have  ever  been  before,  though  not  in  excess.  The 
current  ratio  was  at  the  beginning  of  the  year  about 
2.4  to  1.  This  ratio  has  naturally  been  reduced  since 
that  time,  but  is  still  a  very  good  one  considering 
business  conditions. 

The  management  of  this  concern,  not  being  used  to 
reporting  deficits  to  stockholders  and  desiring  to  main- 
tain the  financial  independence  of  the  company,  is 
wondering  whether  it  would  be  a  good  plan  to  do  some 
financing  in  the  near  future,  so  that  it  would  not  be 
necessary  to  secure  from  .the  banks  constant  renewals 
of  notes  payable. 

The  bank  lines  are  still  more  than  sufficient  to  take 
care  of  all  present  borrowings,  but  the  president  feels 
that  since  the  financial  showing  for  1921  will  be 
decidedly  subnormal,  it  will  probably  be  extremely 
difficult  to  do  any  new  financing  in  the  following  year, 
if  that  should  become  necessary. 

With  investment  conditions  such  as  they  are  at  the 
present  time,  it  would  probably  be  impossible  for  the 
company,  in  spite  of  its  excellent  record,  to  secure  any 
new  funds  except  through  an  issue  of  bonds.  This  would 
introduce  a  new  difficulty  into  the  situation,  since  there 
is  already  outstanding  an  issue  of  5  per  cent  first  mort- 
gage bonds  on  the  fixed  assets  of  the  company.  The 
management,  therefore,  feels  that  it  would  be  difficult  at 
the  present  time  to  float  a  new  bond  issue  junior  to 
this  issue.  At  any  rate,  if  this  were  done,  the  charges 
would  be  almost  prohibitively  high. 

Hence  the  question  arises  as  to  whether  it  would 
be  good  policy  to  attempt  to  sell  new  bonds  to  provide 
for  the  needed  working  capital,  and  to  retire  the  pres- 
ent bond  issue.  At  this  point  another  complication 
is  raised  inasmuch  as  the  entire  present  bond  issue  is 
held  as  an  investment  by  another  company.  This  com- 
pany refuses  to  sell  these  bonds  back  to  the  subject  com- 
pany except  at  par,  though  if  they  were  on  the  market 
they  would  be  selling  at  a  much  lower  figure. 
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Questions 

1.  In  the  light  of  the  facts  given,  do  you  think  it  is 
wise  for  this  company  to  attempt  any  new  financing  of 
any  sort  at  the  present  time? 

2.  If  there  is  to  be  new  financing,  should  you  advise 
retiring  the  present  bond  issue? 

3.  Assuming  that  the  management  decides  to  raise 
additional  working  capital,  what  method  would  you 
suggest? 


Problem  116 

The  Cumulation  of  Credit  Operations  in  the 

Automobile  Industry 

The Automobile  Company  was  in  the  habit 

of  drawing  sight  drafts  on  the  wholesalers  to  whom 
their  cars  were  sold.  The  company  paid  the  makers 
of  accessories  and  parts,  from  whom  they  bought,  by 
trade  acceptances  drawn  for  the  usual  term.  The 
wholesalers  had  been  financing  themselves  by  dis- 
counting, sometimes  with  banks  but  usually  with 
finance  corporations,  their  short-time  promissory  notes 
secured  by  chattel  mortgages  or  trust  receipts  on  the 
cars  in  their  possession.  They  were  in  the  habit  of 
meeting  these  notes  at  maturity  largely  out  of  the  funds 
secured  from  the  retail  dealers,who  financed  the  sale  of 
cars  to  customers  in  the  manner  already  described  in 
a  previous  problem.     (Problem  37.) 

A  great  slump  in  sales  came  in  1920,  but  this  com- 
pany, thinking  that  the  market  was  off  only  temporarily, 
continued  to  manufacture  cars. 
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Questions 

1.  Analyze  the  advantages  or  disadvantages  of  these 
several  methods  of  financing,  from  the  point  of  view 
of  the  automobile  industry. 

2.  What  financial  difficulties  would  the  company 
encounter  when  the  sales  practically  stopped? 

3.  How  could  it  have  been  extricated  from  these 
difficulties? 

4.  Do  you  approve  of  their  policy  in  continuing  to 
manufacture  the  cars? 

5.  What  new  financial  difficulties,  if  any,  were 
raised  by  this  policy,  and  how  could  they  be  met? 


Problem  117 

Paying  Off  Unsecured  Creditors  with 

New  Security  Issues 

"One  great  corporation  owning  majiy  millions  of 
dollars  has  worked  out  a  'plan'  for  the  liquidation  of  its 
debts.  This  'plan'  calls  for  the  issuance  of  a  lot  of 
new  securities  to  be  used  in  paying  off  creditors  whose 
claims  are  either  partly  secured  or  not  secured  at  all. 
And  in  the  'plan'  it  is  pointed  out  that  these  securities 
may  be  used  by  the  creditors  as  collateral  against 
which  they  may  borrow  at  the  banks.  Just  how  this 
is  to  help  the  banking  situation  is  not  clear." 

Questions 

1.  Is  this  a  satisfactory  "plan"? 

2.  How  will  it  help  the  corporation? 

3.  How  will  it  affect  other  corporations? 

4.  Would  it  be  better  to  let  the  concern  fail? 
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Problem  118 

The  Inter-Relation  of  Credit  Operations  in  the 
Different  Stages  of  an  Industry 

Jones,  a  cotton  broker,  had  been  selling  raw  cotton 
in  large  quantities  to  a  fabric  mill.  It  was  his  custom 
to  draw  drafts  at  90  days  on  the  mill.  This  ordinarily 
gave  ample  opportunity  for  the  raw  material  to  be  iriade 
up  and  sold  before  the  draft  became  due.  Drafts, 
when  accepted  by  the  mill,  were  discounted  with  a  large 
national  bank. 

The  fabric  mill  to  which  Jones  sold  had  been  in  a 
very  strong  financial  position  while  prices  were  on  the 
upward  trend.  It  had  accordingly  arranged  for  a 
liberal  line  of  credit  at  several  different  banks,  one  of 
which  was  the  same  bank  which  customarily  discounted 
the  broker's  paper. 

In  the  early  part  of  1920  the  fabric  mill  was  under 
contract  to  deliver  a  large  part  of  its  output  on  very 
favorable  terms  to  the  M.  Rubber  Tire  Company. 
These  goods  were  sold  on  open  account  and  ordinarily 
payment  was  made  at  the  first  of  each  month.  During 
the  year  1920,  however,  the  tire  company  became  a 
little  slow  in  its  payments. 

The  M.  Rubber  Tire  Company  was  selling  a  good  deal 
of  paper  in  the  open  market.  This  paper  was  rated  as 
prime  paper  by  all  the  banks  and  was  held  in  considera- 
ble quantity  by  the  national  bank  already  referred  to. 

The  M.  Rubber  Tire  Company  sold  a  part  of  its 
output  direct  to  a  well-known  automobile  manu- 
facturer whose  business  fell  off  rapidly  in  the  latter 
part  of  1920.  The  M.  Tire  Company,  hoping  to  con- 
tinue its  output,  even  in  the  face  of  this  depressing 
situation,  at  the  end  of  the  year  began  selling  tires  to 
dealers  at  a  price  concession,  dating  for  spring  delivery, 
and  receiving  from  the  dealers  trade  acceptances 
drawn  for  90  days.  As  the  payments  from  the  auto- 
mobile manufacturer  became  slow,  some  of  these 
acceptances  were  discounted  with  several  different 
banks  by  the  M.  Tire  Company. 
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The  automobile  company  to  which  this  tire  company 
was  selling  went  into  a  receiver's  hands  early  in  1921, 
This  catastrophe,  together  with  the  delayed  payments 
from  other  sources,  and  the  losses  due  to  price  reduction, 
inventory  shrinkage,  and  the  like,  forced  the  M.  Tire 
Company  also  into  a  receivership. 

Just  at  this  time  the  bank  examiners,  in  looking  over 
the  loans  of  the  national  bank  before  mentioned, 
found  that  they  held  the  commercial  paper  of  the  M. 
Tire  Company,  were  making  direct  loans  to  the  fabric 
mill,  and  had  discounted  the  drafts  of  Jones,  the  cotton 
broker. 

As  the  tire  company  had  now  become  practically 
insolvent,  it  was  evident  that  neither  the  fabric  mill, 
nor  in  turn  the  cotton  broker,  could  hope  to  receive 
payments  which  would  enable  them  to  liquidate  their 
obligations  to  the  bank.  In  practical  effect,  therefore, 
all  of  these  different  types  of  bank  loans  were  being  made 
to  the  now  financially  embarrassed  tire  company. 
The  aggregate  loan  thus  arrived  at  was  much  in  excess 
of  the  legal  maximum  of  10  per  cent  of  the  bank's  capi- 
tal and  surplus  which  could  be  lent  to  one  borrower. 
This  situation  was  pointed  out  to  the  bank,  which  was 
asked  to  remedy  the  condition  as  soon  as  possible. 

The  fabric  mill  is  still  perfectly  solvent.  Its  current 
assets,  however,  are  temporarily  rather  frozen.  The 
bank  finds  it  easiest  to  bring  pressure  to  bear  on  the 
mill  and  to  curtail  its  line  of  credit.  The  situation 
having  developed  thus  far,  the  president  of  the  fabric 
mill  asks  what  his  next  step  should  be. 

Questions 

1.  What  weaknesses  in  our  credit  structure,  if  any, 
are  indicated  by  this  problem? 

2.  Is  the  position  in  which  the  fabric  mill  finds 
itself  the  result  of  the  present  disorganized  financial 
situation  or  of  an  unwise  policy  on  the  part  of  the 
management? 

3.  What  suggestions  can  you  offer  to  the  president 
of  this  fabric  mill? 
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4.  From  the  point  of  view  of  what  is  probably  best 
for  the  industry,  what  advice  would  you  give  to  the 
bank? 


Problem  119 
Current  Financing  and  the  Business  Cycle 

"The  Government  has  not  paid  the  railroads,  and  the 
railroads,  in  their  turn,  are  not  payiag  what  they  owe. 
This  one  interruption  multiplies  the  hardship  on  the 
whole  community,  and  it  is  multipUed  again  when  the 
companies  and  Ladividuals  to  whom  the  railroads  owe 
moneys  are  rendered  incapable  of  making  prompt 
payment  to  their  creditors  because  of  the  slowness  of 
pay  by  the  railroads.  And  so  it  goes  down  the  line, 
with  the  amount  'frozen'  steadily  and  rapidly  mount- 
ing each  time  it  is  passed  to  a  new  class.  If  the  Govern- 
ment pays  the  roads,  the  roads  can  pass  the  proceeds 
along  to  their  creditors,  and  their  creditors  can  pass 
the  money  along  to  the  next  group,  and  so  on.  The 
original  debt  of  $350,000,000  to  $400,000,000  blocks 
probably  several  billions  of  payments,  and  the  freezing 
process  becomes  a  real  factor  in  the  credit  situation. 

"In  the  second  place,  there  is  the  West  and  the  South. 
Neither  the  West  nor  the  South  Uquidated  last  fall. 
It  did  some  liquidation,  but  it  was  little  more  than 
going  around  the  edges.  The  great  agricultural 
sections  were  caught  in  the  price  decline,  and  at  first 
would  not  sell  and  later  could  not  sell.  It  is  one  thing 
to  say,  now  that  the  collapse  of  commodity  prices  has 
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become  real,  that  liquidation  should  have  taken  place. 
But  it  is  distinctly  another  to  offer  workable  ways  for 
liquidation  now  that  collapsed  prices  are  an  actuality. 

"Commodities  have  fallen  too  rapidly  to  allow  of  a 
real  liquidation  now.  Cotton,  for  instance,  which  was 
the  greatest  export  crop  we  had  last,  year  in  point  of 
dollar  value,  has  declined  some  69  per  cent  in  value 
since  the  last  week  in  July,  1920.  The  July  price  may 
have  been  too  high,  and  was,  as  a  matter  of  fact,  an 
artificial  value,  but  even  so,  a  69  per  cent  depreciation 
is  a  thing  to  be  reckoned  with,  even  when  it  is  from 
absurd  levels.  And  if  the  stocks  of  cotton  now  being 
carried  were  to  be  thrown  on  the  market,  the  depre- 
ciation probably  would  run  closer  to  90  per  cent,  or 
more  than  to  the  present  69  per  cent. 

"In  the  same  way  wool  has  suffered.  There  are  huge 
stocks  of  wool  on  hand  now,  and  probably  they  could 
all  be  liquidated  at  a  price.  But  that  price  would  ruin 
the  wool  industry.  Sheep  have  to  be  kept  not  only  for 
current  needs,  but  for  those  of  next  year  and  the  year 
after,  and  the  year  after  that.  Herds  cannot  be  dis- 
sipated, and  if  present  market  prices  are  too  low  to 
allow  of  reahzation  on  current  herds  and  ctirrent  stocks 
of  wool,  the  stocks  and  the  herds  have  to  be  carried 
until  they  can  be  sold. 

"These  things  are  being  carried.  They  are  being 
carried  by  banks  which,  for  the  time  being,  cannot 
reahze  on  their  loans.  They  could  in  a  pinch  take  over 
the  collateral  on  which  they  have  made  advances,  and 
doubtless  some  of  them  have  done  so  already.  But 
that  does  not  alter  the  situation.  The  banks  cannot 
sell  the  collateral  and  reimburse  themselves,  so  they 
would  be  no  better  off  in  a  broad  general  way  than 
they  were  before. 

"And  then  there  are  the  'limping  corporations,'  as 
they  have  been  called.  This,  perhaps,  is  a  much  more 
serious  situation  than  generally  is  reahzed.  The 
public,  for  obvious  reasons,  has  not  been  informed  as  to 
the  number  or  the  condition  of  many  large  corporations 
which  are  having  difficulty  in  meeting  their  bank  loans. 
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"Last  fall,  when  the  time  arrived  for  final  payment  of 
Federal  income  and  profits  taxes,  a  good  many 
corporations — and  more  than  a  few  individuals,  too, 
for  that  matter — had  to  be  helped  out  by  the  banks  in 
order  to  meet  their  tax  debts.  How  many  of  the  loans 
made  then  have  been  paid  off  subsequently  cannot  be 
told,  but  bankers,  speaking  of  their  individual  ex- 
periences, say  that  the  total  is  not  large." 

(Statement  made  early  in  1921.) 

Questions 

1.  Do  you  agree  with  the  opinions  above  expressed? 

2.  Discuss  critically  and  constructively  the  steps 
which  might  have  been  taken  to  avoid  the  financial 
difficulties  here  described. 
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MANY  a  concern  which  has  been  originally  well 
financed,  falls  into  serious  financial  difficulties 
as  the  result  of  overbuying  or  buying  at  the 
wrong  time.  Some  of  the  astounding  failures  of  the 
post-war  period  have  been  largely  or  solely  due  to  an 
improper  purchasing  policy.  While  prices  are  tending 
continually  upward,  it  may  be  possible  to  attain  an  ap- 
parent financial  success  even  though  unwise  methods 
are  followed.  The  acid  test  of  the  policy,  however, 
comes  in  the  period  of  falling  prices. 

Since  most  businesses,  from  the  least  even  unto  the 
greatest,  are  in  danger  of  going  wrong  at  this  point, 
largely  through  failure  to  correlate  the  purchasing  pol- 
icy with  the  general  financial  program  and  the  Business 
Cycle,  it  has  seemed  worth  while  to  include  some  sug- 
gestive problems  on  a  few  of  the  financial  aspects  of 
purchasing  goods.  Some  of  the  problems  in  Chapter 
X  may  also  prove  helpful  in  this  connection. 
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Problem  120 
General  Problem  in  Purchasing  and  Credit 

J.  C.  Penney  writes  as  follows  regarding  his  early 
purchasing  and  credit  policy: 

After  three  years  the  partners  began  to  consider  opening 
a  store  in  Kemnierer.  By  that  time  I  had  saved  1500.  The 
store  was  planned  to  start  with  a  capital  of  $6,000  and  they 
offered  me  a  third  interest  if  I  could  raise  the  money;  I 
borrowed  $1,500  and  took  their  offer. 

Within  five  years  I  had  paid  off  my  loan  and  bought  out 
my  partners.  We,  however,  continued  our  joint  buying 
trips  to  the  East  until  my  buying  was  large  enough  to  gain 
the  quantity  advantage.  I  never  bought  from  a  salesman 
and  never  asked  for  credit.  In  those  days  I  did  not  even 
borrow  from  the  bank.  Everything  was  on  a  cash  basis 
and  I  bought  and  sold  only  staple  lines  of  dry-goods  and 
notions.  They  sold  quickly  because  the  price  was  low,  the 
quality  high,  and  the  guarantee  of  satisfaction  was  absolute. 
I  found  that  I  had  to  make  more  than  two  trips  a  year  to 
market,  and  also  I  found,  that  buying  frequently  permitted 
me  always  to  dispose  of  my  stock  on  the  buying  price.  My 
sales  expense  never  exceeded  10  per  cent  and  was  usually 
lower.  I  could  make  a  good  profit  at  prices  the  other  stores 
could  not  touch  and  so  I  never  had  to  hold  a  mark-down  or 
bargain  sale. 

The  panic  of  1907  had  not  touched  me;  it  had  only  en- 
abled me  to  buy  at  very  low  prices  for  cash  and  hence  gave 
me  a  still  greater  advantage  over  competitors  who  wanted  to 
buy  on  credit — when  credit  was  hard  to  get. 

Hi:  ^  jf  ii:  ^  ^  ^  if/: 

The  original  merchandising  plan  of  the  shack  at  Kem- 
merer  is  still  the  plan  under  which  we  operate.  We  never 
rent  a  store  in  what  is  supposed  to  be  a  good  location  arid  at 
a  high  rental.  We  try  to  locate  in  a  fairly  central  position 
in  a  town,  but  rarel}'  on  the  main  street.  We  want  low 
rents.  We  take  to  a  side  street  and  if  the  side  streets  are 
expensive,  then  we  go  to  the  edge  of  the  business  section  or 
wherever  the  rents  are  cheap.  We  find  that  people  will 
come  to  our  stores  to  buy  without  regard  to  location;  if  we 
paid  high  rents,  we  could  not  sell  at  a  profit  and  keep  within 
the  line  of  our  small  mark-up.  So  we  pay  no  attention  at 
all  to  the  number  of  people  who  habitually  use  a  street  on 
which  we  plan  to  open  a  store.     If  1,000  people  a  day  pass 
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one  point  and  the  rental  is  high,  we  should  not  hesitate  to 
go  to  a  street  where  only  50  people  pass  in  a  day — if  the 
accommodations  are  good  and  the  rental  low. 


Our  policy  is  to  buy  frequently  and  for  cash.  We  hold 
that  it  is  no  part  of  the  merchandising  function  to  speculate 
in  goods  value.  We  might  make  large  future  contracts  on  a 
rising  market  and  profit  by  the  increased  value  of  the  goods. 
But  on  the  other  hand,  future  contracts  would  be  losing 
ventures  in  a  falling  market.  We  should  have  to  alter  our 
principle  of  merchandising  to  sell  the  cheaply  bought  goods 
at  the  market  instead  of  at  cost,  while  the  goods  bought  in  a 
falUng  market  could  not  be  sold  at  cost  over  a  long  period. 
So  instead  we  buy  frequently,  get  the  goods  out  instantly 
to  the  stores  by  express  and  sell  at  cost  plus  our  mark-up. 
Our  stores  turn  their  stocks  on  an  average  of  five  times  a 
year,  so  by  the  time  any  large  change  in  price  has  reached 
the  retail  market  we  are  buying  and  sending  out  at  the 
new  price. 

Neither  the  branches  nor  the  stores  carry  inventories 
above  what  might  be  termed  current  needs.  With  our 
fingers  always  in  the  primary  markets  and  with  cash  in  our 
pockets,  we  are  content  with  hand-to-mouth  buying  and 
permit  the  other  man  to  do  the  guessing  on  price. 

We  do  not  gamble  against  the  market;  we  buy  what  we 
need  and  not  what  the  other  man  wants  to  sell  to  us.  In 
the  end  we  obtain  our  goods  at  a  lower  price  than  the 
average  buyer  who  attempts  to  get  the  better  of  the  market 
and  we  are  never  stuck  with  great  lots  of  high-priced  goods. 
Therefore,  we  have  no  special  sales  of  any  kind  throughout 
the  operation  of  adjusting  our  inventories.  A  man  with  cash 
can  always  buy  what  he  needs. 

We  buy  only  staples;  we  do  not  carry  fancy  or  unusual 
goods  of  any  kind.  Our  appeal  is  to  the  middle  class  that 
wants  honest  merchandise. 

We  do  not  want  the  whole  trade  anywhere;  we  want 
only  that  trade  to  which  we  can  promise  to  give  the  largest 
value  for  the  dollar.  That  we  have  always  done,  but  we 
could  not  continue  to  do  it  if  we  experimented  with  styles 
or  laid  wagers  against  the  course  of  prices. 

If  we  wagered  against  prices,  customers  would  lose  while 
prices  were  going  up,  and  we  should  lose  when  they  were 
going  down.  We  are  distributors  of  merchandise,  not 
speculators,  and  during  our  19  years  of  business  life  we  have 
never  had  to  take  a  serious  loss  on  merchandise. 

(System,  February,  1921.) 
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Questions 

1.  Analyze  critically  the  financial  methods  and  poli- 
cies followed  by  the  above  concern. 

2.  Do  you  expect  that  such  a  concern  would  ever 
get  into  financial  diflaculties?    Why? 

3.  Do  you  approve  of  the  methods  of  purchasing 
followed  by  this  company? 

4.  Would  such  methods  be  satisfactory  for  all  con- 
cerns? 


Problem  121 
Buying  from  Hand  to  Mouth 

The  owner  of  a  large  grocery  store  writes  as  follows: 

"We  always  buy  less  than  we  expect  to  sell.  That 
way  we  protect  ourselves  against  unexpected  develop- 
ments. We  get  our  profit ;  and  when  we  have  sold  the 
lot  we  go  into  the  market  and  buy  whatever  we  need 
to  finish  the  season.  We  make  a  moderate  profit,  cer- 
tainly no  loss,  on  that  business." 

Questions 

1.  What  are  the  real  gains,  if  any,  resulting  from 
this  policy? 

2.  Should  you  have  considered  this  to  be  a  satisfac- 
tory policy  in  1917? 

3.  Would  it  be  safe  for  every  type  of  business  to  fol- 
low this  policy? 

(Reference:    System,  April  1921,  p.  544,  ff.) 
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Problem  122 

Relation  Between  the  Purchasing  Policy, 

THE  Turnover,  and  Profits* 

The  vital  question  is  not  how  many  goods  can  be  bought 
with  a  given  amount,  but  how  much  net  profit  can  be 
made;  and  the  net  profit  depends,  not  on  the  first  cost  of  the 
merchandise,  but  entirely  on  the  turnover. 

On  such  staple  lines  as  hosierj^  and  underwear,  a  retailer 
could  well  afford  to  pay  10  per  cent  more  for  an  article,  if  by 
doing  so  he  could  increase  his  rate  of  turnover. 

This  seems  almost  like  a  foolish  statement,  but  actual 
facts  will  prove  it  sound. 

Suppose  a  merchant  uses  60  dozen  of  a  hose  in  two  months, 
which  could  be  bought  direct  from  the  mill  at  95  cents,  or 
at  $1.05  from  the  wholesale  house.  If  he  buys  from  the 
mill,  he  has  to  get  at  least  60  dozen,  but  in  buying  them  from 
a  jobber  he  could  get  along  with  only  10  dozen,  which  would 
give  him  5  dozen  for  his  forward  stock  and  the  same  amount 
in  reserve. 

Buying  direct,  the  stock  (60  dozen)  amounts  to  $57,  and 
he  total  purchases  for  the  year  (360  dozen)  to  $342. 

If  these  goods  are  sold  at  two  pair  for  a  quarter,  the  year's 
gross  business  on  the  item  would  amount  to  $540.  A  20 
per  cent  cost  of  doing  business  on  this  would  be  $108,  leaving 
$432.  Deducting  the  cost,  $342,  gives  a  net  profit  on  the 
$57  investment,  of  $90. 

*Elwood  Sampson,  Chairman,  Public  Relations  Committee,  National 
Association  of  Purchasing  Agents,  Detroit,  writes  in  an  interesting 
manner  regarding  "Profits  from  Purchases"  in  the  Michigan  Man- 
ufacturer and  Financial  Record,  for  May  14,  1921.  Some  of  his 
remarks  may  be  summed  up  as  follows: 

"The  most  evident  possibility  of  purchasing  profit  is  in  foretelling 
the  trend  of  prices.  Although  this  is  so  recognized  by  almost  every 
business  man,  still  the  development  in  this  direction,  with  a  few 
exceptions,  is  still  in»  an  infantile  state.  The  general  method  at 
present  of  judging  the  market  trend  is  to  talk  the  situation  over  with 
this  one  and  that  one  who  ought  to  be  in  a  position  to  be  fully 
informed  concerning  his  particular  commodity;  read  the  various  trade 
papers;  note  what  various  competitors  are  doing,  and  then  act  accord- 
ingly. In  this  method  judgment  is  based  mostly  upon  surface  indica- 
tions. The  danger  of  this  is  that  surface  signs  apparently  all  point  one 
way.  Also,  they  have  a  most  unhappy  faculty  of  completely  reversing 
themselves  overnight.  Today  everything  looks  rosy.  Tomorrow  is 
just  the  opposite.  On  the  other  hand,  here  and  there  in  Detroit  and 
throughout  the  country  have  been  buyers  who  have  operated  upon  a 
carefully  workedrout  scientific  plan  of  forecasting  the  market.  For 
such,  final  judgment  is  based  upon  a  consideration  of  the  underljdng 
fundamental  factors  and  not  merely  on  surface  indications.  These 
men  were  not  buying  heavy  a  year  ago,  for  fundamental  signs  all 
pointed  to  a  heavy  decline  during  the  latter  part  of  1920." 

To  illustrate  how  this  is  done,  the  author  takes  a  tried  and  proved 
plan  (not  an  academic  one)  and  reduces  it  down  to  a  classified  outline 
of  the  factors  considered. 
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In  buying  from  a  jobber  the  stock  (10  dozen)  would  cost 
$10.50,  and  the  yearly  purchases  (360  dozen),  $378.  The 
selling  price  and  the  cost  of  doing  business  are  the  same, 
no  matter  how  the  goods  were  bought,  so  deducting  $378 
from  $432  shows  a  net  profit  of  $54. 

This  apparently  shows  a  loss  of  net  profit  on  this  par- 
-ticular  transaction,  of  $36. 

(System,  July  1921,  p.  40,  ff.) 

Questions 

1.  Is  the  above  reasoning  applicable  to  all  cases? 
Is  any  loss  involved? 

2.  What  would  be  the  annual  gains  resulting  from 
buying  in  the  smaller  quantities? 


Problem  123 
The  Results  of  "Overbuying"  in  a  Retail  Store* 

Mr.  X.  was  a  retail  men's  clothing  merchant  in  a 
small  middle  western  town.  For  a  man  in  his  position 
his  education  was  fair  and  he  had  more  than  the  average 
knowledge  of  accounting,  which  had  been  secured 
through  local  business  schools  and  correspondence 
schools.  He  was  a  fairly  active  member  of  one  of  the 
local  churches,  to  all  appearances  had  no  bad  habits, 
was  married  and  the  father  of  two  children.  In  fact, 
he  was  a  perfectly  respectable  and  desirable  citizen  of 
his  community,  though  he  was  practically  without 
capital  of  his  own  and  without  any  connections  which 
would  enable  him  to  borrow  local  private  capital  or  to 
secure  funds  from  the  local  bank. 

In  1911,  Mr.  X.  decided  to  launch  into  the  merchan- 
dising business,  and,  as  might  be  expected,  he  fell  into 
the  rather  common  error  in  this  line  of  business — he 
overbought.  This  overbuying,  he  explained,  was  due 
to  the  fact  that  salesmen  offered  him  such  a  liberal 

*  See  also  problems  in  Chapter  X  for  further  results  of  "overbuying." 
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extension  of  credit  that  the  time  of  payment  seemed 
far  away.  Of  course,  when  he  accepted  the  terms 
offered  he  was  not  able  to  take  the  usual  cash  discounts 
because  of  his  lack  of  capital.  Nor  did  he  at  the  time 
fully  realize  how  much  could  be  saved  by  using  the 
cash  discount.  In  course  of  time,  it  became  evident 
to  him  that  it  would  be  impossible  to  dispose  of  all  the 
goods  which  he  had  bought,  in  the  town  where  his  store 
was  located.  Accordingly,  feeling  that  he  had  already 
made  a  misstep  which  could  not  be  rectified  without 
taking  a  great  chance,  he  decided  to  open  up  a  store 
in  an  adjoining  town  in  order  to  dispose  of  his  surplus. 
This  move  was  apparently  successful,  inasmuch  as  he 
managed  to  clean  up  his  stock  and  pay  off  his  maturing 
obligations. 

Somewhat  elated  by  his  seeming  success,  he  again 
launched  optimistically  into  a  buying  campaign,  urged 
on  by  the  same  salesmen  who  had  before  induced  him 
to  overpurchase.  As  he  did  not  yet  have  enough  cap- 
ital in  his  business  to  enable  him  to  borrow  from  the 
local  bank,  he  did  not  have  the  opportunity  to  secure 
bankers'  advice,  which  might  have  prevented  this  mis- 
take. Consequently,  he  again  overbought,  and,  trust- 
ing to  his  past  luck,  opened  a  third  store  in  another 
town  in  order  to  dispose  of  the  surplus  goods  which  he 
found  could  not  be  marketed  by  the  first  two  stores. 

By  this  time  our  dealer  had  developed  for  himself  a 
fairly  careful  system  of  accounting  which  enabled  him 
to  tell  with  reasonable  accuracy  where  his  finances 
stood  at  the  end  of  each  month.  He  knew  what  it 
cost  him  to  do  business  and  how  long  it  would  take 
him,  provided  business  was  reasonably  good,  to  pay  off 
his  mercantile  creditors.  Unfortunately,  however,  the 
European  war  broke  and  business  fell  off  markedly,  so 
that  Mr.  X.  was  threatened  with  bankruptcy.  The 
line  of  goods  which  he  already  had  was  turning  slowly, 
so  that  there  was  good  reason  to  expect  that  it  would 
eventually  be  sold.  On  the  other  hand,  it  was  quite 
apparent  that  he  could  not  keep  his  trade  unless  he 
could  secure  several  thousand  dollars'  worth  of  addi- 


288         PROBLEMS  IN  BUSINESS  FINANCE 

tional  new  goods  to  attract  the  holiday  trade.  Yet  in 
vie-y  of  the  fact  that  most  of  his  accounts  were  already 
past  due,  there  seemed  to  be  no  possibility  of  getting 
further  credit. 

Confronted  with  this  situation,  with  absolute  failure 
apparently  inevitable,  Mr.  X.  thought  that  boldness 
coupled  with  downright  honesty  might  save  the  day, 
for  it  was  clear  that  no  other  resource  remained. 
Accordingly,  having  prepared  a  careful  statement  of 
his  financial  condition  and  having  drawn  up  a  set  of 
figures  to  show  his  costs  of  doing  business,  he  wired  his 
chief  mercantile  creditors  that  he  would  be  in  their  office 
in  Cleveland  at  10  o'clock  the  next  morning.  In  accor- 
dance with  this  message  he  arrived  on  the  stroke  of  10, 
asked  for  the  manager,  put  before  him  the  statement  of 
his  financial  condition  and  his  cost  sheet,  and  said: 

"Mr ,  we  are  up  against  it.    Failure  stares  us 

in  the  face .  We  owe  money  to  a  large  number  of  sell- 
ing houses  (at  this  point  showing  the  list  of  his  credi- 
tors), and  your  firm  is, our  largest  creditor.  We  have 
foolishly  overbought,  though  we  would  have  been  able 
to  work  our  way  out  had  it  not  been  for  the  depressed 
conditions.  Now  we  throw  ourselves  on  your  mercy 
absolutely.  If  we  fail,  you  will  lose  a  good  deal  of  money. 
If  you  help  us  to  pull  through,  you  will  have  our  ever- 
lasting gratitude  and  all  the  future  business  that  we 
can  give  you.  We  know  where  we  stand  financially, 
and  know  what  the  trouble  is,  and  know  what  it  costs 
us  to  do  business,  and  know  that  our  costs  are  rela- 
tively very  low,  and  feel  certain  that  we  can  pay  off 
our  obligations  at  the  end  of  several  moifths.  However, 
in  order  to  hold  and  develop  the  trade  and  to  retrieve 
our  past  mistakes,  it  will  be  necessary  for  us  to  buy 
more  goods.  In  fact,  we  now  need  from  you  a  bill  of 
$5,000  worth  of  hohday  goods.  What  will  you  do 
for  us?" 

Questions 

1.  Should  Mr.  X.  have  opened  up  new  stores  to  dis- 
pose of  his  surplus  goods,  when  he  did  not  even  have 
enough  capital  to  run  one  store? 
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2.  In  view  of  the  fact  that  he  persistently  over- 
bought, do  you  beheve  that  he  was  a  man  whom  dealers 
were  justified  in  trusting? 

3.  What  kind  of  financial  advice,  if  any,  do  you  think 
the  various  salesmen  should  have  given  him? 

4.  Can  you  suggest  any  method  whereby  he  might 
have  put  himself  in  a  position  to  take  advantage  of 
the  cash  discounts  instead  of  financing  himself  through 
dealer  credit? 

5.  Did  Mr.  X.  follow  a  correct  policy  in  approaching 
his  largest  creditor  in  the  manner  outlined  and  what 
do  you  expect  would  be  this  creditor's  response? 

6.  Indicate,  with  reasons  therefor,  what  you  expect 
would  be  the  financial  future  of  Mr.  X'.s  business. 


Problem  124 
The  Goodyear  Company's  Purchasing  Policy 

In  System  for  August,  1920,  there  appeared  an  article 
by  President  Seiberling,  of  the  Goodyear  Tire  &  Rubber 
Company,  on  the  financial  policy  of  purchasing  goods, 
in  which  statements  such  as  the  following  were  made. 

In  referring  to  the  early  days  of  the  Goodyear  Com- 
pany, some  twenty  years  ago,  he  said :  / 

"Because  we  had  so  httle  money  we  learned  how  to 
buy. 

"The  company  usually  had  to  pay  cash  because  it 
was  so  little  known  and  so  poor  that  credit  could  not 
properly  be  extended  to  it. 

"The  fact  that  in  the  beginning  we  had  to  buy  our 
raw  materials  for  cash  allowed  us  to  pick  and  choose. 


290         PROBLEMS  IN  BUSINESS  FINANCE 

"Because  when  we  were  small  we  planned  our  buying 
ahead — that  is  one  of  the  reasons  that  today  we  are 
large. 

"If  you  know  how  to  buy  and  to  make,  the  world  will 
make  a  path  to  your  door." 

He  further  defends  the  policy  of  controlling  a  part 
of  the  source  of  supply  of  goods  needed  on  the  ground; 
first,  that  it  gives  the  manufacturer  a  line  on  the  fair 
price  which  should  be  paid,  ahd  second,  that  it  makes 
the  concern  more  independent.  He  also  suggests  that 
such  a  policy  may  help  to  stimulate  "backward  mar- 
kets. "  In  line  with  this  reasoning,  he  describes  in  glow- 
ing terms  the  gains  which  have  come  to  the  Goodyear 
Company  from  purchasing  and  developing  a  coal  mine, 
cotton  plantations  in  Arizona,  fabric  mills  in  New 
England,  and  rubber  plantations  in  Sumatra. 

When  the  Goodyear  Tire  and  Rubber  Company 
failed  in  the  autumn  of  1920,  the  chief  criticisms  made 
by  the  bankers  who  worked  out  the  plan  for  the  future 
financing  of  the  company,  which  resulted  in  Seiberling's 
having  all  connections  severed,  were  two — first,  that 
the  Goodyear  Company  had  recklessly  expanded  its 
fixed  investment  by  attempting  to  control  or  develop 
the  source  of  supply  of  raw  materials,  the  fixed  invest- 
ment having  more  than  doubled  in  one  year's  time. 
Secondly,  they  were  appalled  by  the  very  high  merchan- 
dise inventory  and  the  commitments  for  purchases 
which  had  been  made  at  high  prices.  The  company 
had  been  trying  to  "buy  up"  the  rubber  market.  It 
was  necessary  to  write  off  many  millions  of  dollars 
because  of  this  situation,  and  a  surplus  of  more  than 
$30,000,000  in  1919  was  changed  to  a  deficit  of  more 
than  $15,000,000  by  the  end  of  1920. 

Questions 

1.  Do  you  agree  with  the  statements  made  by  Mr. 
Seiberling  regarding  the  proper  purchasing  policy? 

2.  If  the  general  principles  which  he  outlined  are 
sound,  how  do  you  account  for  the  condition  in  which 
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the  Goodyear  Company  was  found  shortly  after  Seiber- 
Ung's  article  was  written? 

3.  What  Ught,  if  any,  does  this  problem  throw  on 
the  financial  considerations  involved  in  purchasing 
raw  materials? 


Problem  125 

The  Possible  Results  of  Accepting  One's  Commitments 

When  Others  are  Canceling 

The  N.  Cotton  Cloth  Mill  carries  on  solely  weaving 
operations  of  a  specialized  sort.  It  is  a  very  old  mill 
with  an  excellent  credit  reputation,  having  financed  it- 
self out  of  earnings  until  its  resources  were  very  high. 
During  the  year  1919-1920,  owing  to  the  conditions  then 
prevailing,  it  was  common  for  mills  of  this  sort  to  have 
contracts  with  makers  of  yarn  so  as  to  be  assured  of 
the  needed  supply.  This  mill  was  no  exception  to 
the  rule. 

When  the  general  market  slump  came  in  1920,  the 
N.  Cotton  Cloth  Mill,  proud  of  its  past  record,  con- 
tinued to  accept  all  the  yarn  which  it  had  agreed  to 
take,  at  the  high  prices  prevailing  at  the  time  the  con- 
tracts were  made.  Thus  the  inventories  piled  up,  the 
cash  position  became  weak,  and  the  notes  payable 
increased. 

In  the  months  of  depression  which  followed,  most  of 
the  competitors  of  this  mill  either  could  not  or  would 
not  accept  the  shipments  of  yarn  which  they  had  agreed 
to  take.  Some  of  them,  by  the  way,  were  purchasing 
from  the  same  yarn  mills  which  furnished  goods  to  the 
N.  Company.  They  either  canceled  their  orders 
altogether,  or  managed  to  secure  an  adjustment  of 
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prices.  Thus  they  hoped  to  save  their  present  credit 
position  by  throwing  the  burden  back  on  the  spinner. 
They  were  further  putting  themselves  in  a  position  to 
buy  yarn  at  a  much  lower  figure,  as  the  price  of  cotton 
rapidly  dropped.  Hence,  they  expected  to  be  in  a  posi- 
tion, when  operations  were  resumed,  to  cut  under  the 
price  for  cloth  at  which  their  larger  and  erstwhile 
stronger  competitor  could  afford  to  produce. 

Questions 

1.  From  the  long-run  financial  point  of  view,  do  you 
think  the  N.  Company  acted  wisely  in  continuing  to 
accept  the  contracts  made  when  prices  were  much 
higher? 

2.  Do  you  think  that  the  smaller  competitors  would  be 
justified  in  cutting  their  prices  below  their  larger  rival? 

3.  If  the  competitors  should  cut  the  price  below  that 
which  can  be  made  by  the  large  concern,  what  would 
you  expect  the  ultimate  effect  to  be, 

(a)   On  the  finances  of  the  group  of  smaller 
companies, 

(fe)   On  the  N.  Company? 

4.  Assuming  that  the  N.  Company's  current  ratio  is 
far  below  the  danger  line,  also  that  no  securities  can 
be  sold  for  additional  financing  except  to  rival  mill 
owners,  how,  if  at  all,  can  this  company  save  itself 
from  financial  ruin? 


Problem  126 
Hedging  Operations 

There  appears  to  be  little  uniformity  in  the  methods 
followed  by  cotton  mills  in  financing  their  sales. 
Some  goods  are  made  up  largely  to  order  at  a  firm 
price,  while  in  other  cases  the  goods  are  manufactured 
before  actual  receipt  of  orders.  Though  there  is  a  wide 
margin  between  the  cost  of  the  raw  cotton  used  and 
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the  selling  price  of  the  finished  goods,  in  the 
case  of  a  cloth  mill,  yet  at  times  changes  in  the  market 
price  of  raw  cotton  may  become  very  significant. 

With  an  organized  cotton  exchange  it  is  possible  for 
mills  to  protect  themselves  against  loss  on  finished  goods 
by  buying  and  selling  cotton  futures.  The  extent  to 
which  this  practice  is  carried  on  by  the  mills  themselves 
is  difficult  to  ascertain,  but  it  does  not  appear  to  be  so 
common  in  this  country  as  in  England,  where  there  is 
a  greater  specialization  in  the  various  processes  of  cotton 
manufactxu-e.  However,  opinions  differ  widely  as  to 
whether  "speculation"  of  this  sort  is  a  proper  function 
of  the  manufacturer. 

In  the  case  of  flour  milling,  there  is  a  comparatively 
narrow  margin  between  the  cost  of  wheat  and  the 
market  price  of  flour.  It  is  commonly  reported  that 
the  mills  very  frequently  protect  themselves  against 
price  changes  by  buying  and  selling  futures  on  the 
wheat  exchange. 

Questions 

1.  Under  what  circumstances,  if  at  all,  is  it  desirable 
for  a  cotton  mill  to  buy  and  sell  futures? 

2.  Should  you  expect  "hedging"  operations  to  be 
carried  on  more  commonly  by  those  mills  which  produce 
solely  yarn,  or  by  those  mills  which  do  not  make  their 
yarn,  but  only  weave  the  cloth? 

3.  Are  there  any  reasons  why  you  would  expect  the 
practice  of  "hedging"  to  be  more  common  in  the  case 
of  flour  mills  than  in  the  case  of  cotton  mills? 

4.  So  far  as  the  raw  material  is  concerned,  what  con- 
ditions seem  to  be  requisite  in  order  to  make  it  possible 
for  futures  to  be  bought  and  sold? 

(References:  Textile  Recorder,  June  21,  1921,  p.  67;  Brace,  151-159.) 
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Problem  127 
Speculating  for  a  Rise  in  Price 

A.  In  1917,  the  dean  of  a  well-known  school  of  com- 
merce wrote  as  follows: 

"In  1898,  a  manufacturer  whose  raw  material  was 
steel  had  his  attention  called  to  some  facts  which  set 
him  thinking — that  the  price  of  steel  was  lower  than 
it  had  been  for  many  years;  that  prices  in  general  had 
been  falling  for  over  twenty-five  years;  that  business 
had  been  prostrate  since  the  panic  of  1893;  that  the 
increasing  output  of  gold  must  soon  have  an  effect  upon 
the  level  of  prices;  that  there  were  many  reasons  to 
expect  a  revival  of  business  in  the  near  future.  That 
was  in  June  of  1898.  The  manufacturer  was  so  im- 
pressed that  he  immediately  ordered  a  quantity  of 
steel  sufficient  to  last  him  for  three  years  if  the  demand 
for  his  product  did  not  increase.  In  September  busi- 
ness in  general  began  to  pick  up  and  by  the  end  of  the 
year  this  manufacturer  was  in  the  market  again  buying 
steel.  The  Hvely  demand  for  his  product  had  used  up 
all  that  he  had  bought  in  June. 

"In  June  his  partners  said  he  was  crazy;  in  December 
they  doubtless  thought  he  had  made  a  lucky  stroke. 
He  was  neither  crazy  nor  lucky.  He  made  money  sim- 
ply because  he  had  good  judgment  and  relied  upon  it." 

(Johnson,  J.  F.,  Business  and  the  Man,  195-196.) 

B.  A  well-known  private  banker  and  successful  busi- 
ness man,  whose  interests  have  been  largely  in  the  iron 
and  steel  industry,  referred  in  March,  1921,  with  great 
approval  to  the  policy  reported  to  be  followed  by  one  of 
the  important  makers  of  steel  products  in  the  United 
States,  in  accordance  with  which  the  company  pur- 
chases large  quantities  of  steel  when  prices  are  very 
low  and  holds  it  for  use  at  a  later  date  when  market 
conditions  are  less  favorable. 

This  particular  company  has  never  issued  any  bonds 
or  notes  and  has  been  financed  almost  solely  by  com- 
mon stock  issues.  Further,  it  has  built  up  a  surplus 
out  of  earnings  which  is  about  equal  to  its  outstanding 
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common  stock.  The  outstanding  preferred  stock 
amounts  to  little  more  than  20  per  cent  of  the  common 
stock.  The  company  has  had  an  excellent  dividend 
record  since  its  organization  in  1899.  It  is  reported 
to  have  made  a  good  deal  of  money  by  this  practice  of 
buying  steel  at  low  prices  far  in  excess  of  its  own 
immediate  future  needs. 

C.  The  treasurer  of  a  very  large  and  prosperous  com- 
pany which  manufactures  paper  products,  and  which 
has  had  an  enviable  financial  history  over  a  long  period 
of  years,  stated  in  July,  1921,  that  it  was  wholly  con- 
trary to  the  pohcy  of  his  company  to  buy  any  material 
in  excess  of  their  needs  for  the  near  future.  He  says 
that  no  matter  how  low  prices  of  material  may  be,  it 
is  not  the  business  of  his  company  to  speculate  in  the 
goods  which  they  use.  The  company  is  thoroughly 
opposed  to  any  "excess  purchasing,"  no  matter  how 
good  the  price  looks,  and  this  policy  has  beyond  a  doubt 
saved  the  business  many  a  financial  setback.  This 
concern  is  the  largest  of  its  kind  in  the  country,  and 
sells  its  finished  goods  to  many  thousands  of  relatively 
small  customers. 

Questions 

1.  Considered  as  a  general  principle,  do  you  think 
that  the  policy  outlined  in  case  "A"  is  a  financially 
sound  one? 

2.  What  is  your  opinion  of  the  wisdom  of  the  prac- 
tice followed  in  case  "B"? 

3.  Do  you  approve  of  the  policy  outlined  by  the 
treasurer  in  case  "C"? 

4.  How,  if  at  all,  would  you  draw  the  line  between 
forehanded  purchasing  and  speculation  in  materials 
used? 

5.  Will  your  answer  to  the  foregoing  questions  be 
influenced  in  any  way  by  the  nature,  size,  or  methods 
of  financing  of  the  business  under  consideration?  By 
the  period  in  the  Business  Cycle? 
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Problem  128 

Shall  a  Concern  Whose  Resources  are  Low  Purchase 
Heavily  in  Order  to  Get  a  "Bargain"? 

The Company  is  a  large  manufacturer  of 

surgical  dressings.  Between  November,  1918,  and 
January,  1920,  it  lost  a  good  deal  of  money  as  a  result 
of  the  dumping  of  surgical  supplies  on  the  market  by 
the  War  Department  and  the  Red  Cross. 

As  a  result  of  heavy  liquidation  of  old  stocks,  the 
particular  number  of  grey  cloth  needed  for  making 
the  surgical  dressings  was  selling  at  90  cents  per  pound 
as  compared  with  $1.15  per  pound  for  numbers  finer 
and  coarser.  Practically  all  the  goods  suitable  for  this 
purpose  was  made  by  mills  in  the  city  of  Fall  River. 

In  the  aggregate,  these  mills  had  on  hand  about 
5,000,000  yards  of  the  material,  and  their  sales  had 
been  slight  since  the  conclusion  of  the  armistice. 

In  January,  1920,  the  Company  was  in  so 

precarious  a  financial  condition  that  it  could  scarcely 
purchase  on  any  large  scale.  The  management,  having 
carefully  looked  over  the  situation,  estimated  that  the 
liquidation  of  old  stocks  was  about  complete  and  that 
they  would  be  able  to  use  the  5,000,000  yards  now  held 
by  the  mills  within  about  six  months.    Consequently, 

the  treasurer  of  the      Company  quietly  secured 

options  to  purchase  this  entire  supply  of  suitable  grey 
cloth  at  90  cents  per  pound.  The  option  called  for  de- 
livery of  such  a  portion  of  the  entire  supply  at  a  succes- 
sion of  dates,  that  not  more  that  $250,000  would  be 
needed  to  finance  the  purchases  at  any  one  time.  With 
$50,000  cash  as  a  deposit,  the  remaining  $200,000 
could  be  borrowed  from  the  banks  on  warehouse  receipts 
as  the  cotton  cloth  was  being  used. 

At  5 :45  p.  m.  of  the  day  upon  which  the  options  were 
to  expire  at  6  p.  m.,  the  treasurer  of  the .  .  .  Company 
went  to  a  financier,  B.,  with  the  following  proposition: 

If  B.  would  purchase  the  cotton  as  needed  through 

a  syndicate,  or  some  such  arrangement,  the 

Company  would  guarantee  B.  against  any  loss,  would 
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pay  6  per  cent  for  the  money  advanced  plus  2  per  cent 
commission  on  the  quantity  purchased,  and  would 
divide  equally  any  profits  made,  based  on  the  difference 
between  the  market  price  of  the  cloth  at  the  time 
taken  and  the  purchase  price  of  90  cents  per  pound 
secured  by  the  option. 

Questions 

1.  Was  the         Company  following  a  sound 

financial  policy  in  attempting  to  purchase  cloth  under 
the  conditions  outlined? 

2.  How  should  you  expect  the  market  price  of  this 

cloth  to  be  affected  if  the  plan  proposed  by  the 

Company  was  carried  through? 

3.  Had  you  been  in  B's  place,  what  action  would 
you  have  taken? 


Problem  129 

Financial  Difficulty  Arising  from    Buying,   Due    to 

"Guessing"  the.  Market  Wrong 

The  Z.  Company  is  a  partnership  engaged  in  the 
leather  export  business.  For  some  years  it  had  made 
a  specialty  of  dealing  in  a  low  grade  of  kid  leather 
which  was  used  in  some  European  countries,  particu- 
larly England,  for  making  cheap  shoes.  The  concern 
had  for  several  years  made  high  earnings  on  its  original 
capital  of  $150,000.  It  dealt  only  with  one  bank  and 
had  regularly  followed  the  practice  of  taking  its  trade 
discounts,  so  that  it  normally  carried  a  very  low  pro- 
portion of  accounts  payable. 

During  the  year  1919,  as  it  was  thought  that  there 
would  be  a  post-war  boom  in  European  countries,  the 
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Z.  Company  stocked  up  heavily  with  inventory,  bor- 
rowing from  its  bank  about  $200,000,  an  amount  con- 
siderably in  excess  of  its  own  capital,  in  order  to  carry 
this  inventory.  About  October,  1919,  the  export  market 
for  this  grade  of  leather  was  very  suddenly  cut  off,  due 
to  foreign  conditions,  so  that  both  the  inventories  and 
receivables  became  frozen.  The  European  market  now 
being  shut  off,  there  seemed  to  be  no  possibility  that  a 
domestic  demand  for  this  type  of  leather  could  be 
created.  Hence  the  inventories  shrank  so  rapidly  that 
all  equities  were  wiped  out  and  there  seemed  to  be 
no  possibility  that  the  bank  could  secure  payment  of 
its  notes  except  in  the  distant  future. 

In  January,  1921,  the  bank  was  still  carrying  this 
concern,  having  continuously  renewed  the  original  loan 
of  $200,000.  This  loan  was  a  straight  commercial  loan, 
and  practically  the  only  security  which  the  bank  had 
for  repayment  was  the  inventory,  now  so  greatly  de- 
preciated that  the  value  was  wholly  problematical  and 
amounted  to  only  a  fraction  of  the  bank's  loan.  The 
company  had  almost  no  fixed  assets,  as  it  leased  its  real 
estate.  The  moral  risk  of  the  partners  had  always 
been  considered  good.  The  only  possibility  of  the 
bank's  recovering  on  this  loan  apparently  depends  on 
the  active  renewal  of  European  trade. 

Questions 

1.  What  particular  elements  of  financial  weakness 
are  apparent  in  the  case  of  this  concern? 

2.  Could  the  Z.  Company  have  followed  another 
course  since  the  slump  in  trade,  which  would  have  left 
it  at  present  in  a  stronger  position? 

3.  What  steps,  if  any,  do  you  believe  should  now 
be  taken, 

(a)  By  the  Z.  Company? 

(b)  By  its  bank  who  is  the  sole  creditor? 


PURCHASING  AND  FINANCE  299 

Problem  130 
A  Problem  on  Financing  Imports 

During  the  war  an  American  importing  house  with 
relatively  small  capital  wished  to  import  some  very 
large  orders  for  its  well-known  and  responsible  cus- 
tomers. The  orders  were  so  large  that  it  would  have 
been  impossible  for  the  company  to  finance  the  trans- 
action in  the  usual  direct  way  by  letting  bills  of 
exchange  be  drawn  on  itself.  Further,  the  price  of  the 
commodity  to  be  imported  (indigo)  was  many  times 
higher  than  normal,  so  that  the  goods  themselves  could 
scarcely  be  considered  as  safe  collateral  for  any  banker, 
even  though  the  parties  supplying  the  goods  were 
thoroughly  dependable. 

As  the  customers  were  very  eager  to  obtain  the  goods, 
and  were  not  in  a  position  to  import  on  their  own 
account,  the  importer  secured  the  assistance  of  an  inter- 
national banking  house,  which  issued  a  letter  of  credit 
in  favor  of  the  importing  house,  so  that  it  was 
merely  necessary  for  the  importer  to  pay  the  usual 
commission  to  the  bankers  for  their  services,  without 
himself  putting  up  any  capital.  The  goods  were,  of 
course,  held  in  trust  by  the  banking  house  while  being 
sold.  The  difference  between  the  import  price  and  the 
selling  price,  minus  the  banker's  small  commission,  was 
passed  on  to  the  importer  as  the  goods  were  delivered 
to  the  customers. 

The  quality  of  the  goods  was  guaranteed  to  the  cus- 
tomer by  the  importer,  but  in  order  to  save  any  delays 
and  to  avoid  any  risks  being  taken  by  the  banker,  the 
customers  were  induced  by  the  importing  house  to  sign 
an  agreement  to  the  following  effect — this  agreement 
to  be  held  by  the  banking  house : 

"As  we  are  desirous  of  facilitating  this  transaction 

we  agree  to  accept  delivery  on  arrival  and 

pay  for  against  domestic  bills  of  lading  ....  without 
any  question  as  to  quantity,  quality,  or  substance." 
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Questions 

1.  What  seem  to  be  the  conditions  essential  to 
financing  a  purchase  of  goods  in  this  way? 

2.  Should  you  consider  it  desirable  for  a  medium- 
sized  business  concern  to  attempt  to  finance  directly 
the  purchase  of  materials  from  abroad?  Why  or  why  not? 

3.  Under  what  circumstances,  if  at  all,  is  it  finan- 
cially desirable  for  a  large  manufacturing  concern  to 
import  directly  the  goods  which  it  uses? 


CHAPTER  VII 

FINANCIAL  ASPECTS  OF 
PRODUCING  GOODS 

IN  many  kinds  of  manufacturing  it  is  no  easy  matter 
to  determine  the  exact  Cost  of  the  goods  pro- 
duced. Until  recently,  too  much  has  been  taken 
for  granted.  There  has  also  been  an  all  too  common 
assumption,  fostered  by  the  theoretical  economist, 
that  the  costs  of  production  can  be  more  or  less  in- 
definitely lowered  as  the  size  of  the  productive  unit 
increases.  Hence  many  exaggerated  claims  have  been 
made  for  the  large-scale  producer  and  the  horizontal 
or  vertical  combination  of  business  concerns. 

It  is  only  by  relating  the  production  program  of 
a  business  to  the  general  financial  program,  over  a 
considerable  period  of  time,  that  a  concern  can  hope 
to  be  successful.  The  exigencies  of  the  war  period 
have  directed  attention  to  the  possibilities  of  conserva- 
tion through  standardization,  elimination  of  waste, 
and  improved  efficiency  methods.  While  prices  were 
rapidly  raising,  however,  business  profits  were  high. 
Many  unnecessary  items  of  expense  were  incurred,  and 
many  a  needless  expansion  of  fixed  assets  was  made. 
Very  frequently  the  selling  end  of  the  business  was 
able  to  bring  unwarranted  pressure  on  the  production 
department.  With  prices  falling,  the  very  concerns 
which  were  most  prosperous  on  the  upward  swing,  tend 
to  be  hardest  hit  by  the  depression.  Profits  are  now 
shrinking  into  deficits,  while  the  overhead  expenses  stub- 
bornly refuse  to  come  down.  As  it  should  be  the  aim 
of  every  well-conducted  business  to  reduce  its  costs  to 
the  minimum,  a  few  problems  bearing  on  some  of  the 
financial  aspects  of  producing  goods  are  here  given. 

301 
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A.     COSTS  AND  FINANCE* 

Exercise  III 

Problem  on  the  Relations  Between  the  Business  Cycle,  Costs 

of  Production,  Net  Profits,  etc. 

Select  three  industries  from  the  Census  of  Manu- 
factures, 1909,  for  each  of  which  the  total  value  of 
product  is  $100,000,000  or  more.  Tabulate  the  follow- 
ing data,  making  your  own  computations  whenever 
necessary : 

1.  Number  of  establishments. 

2.  Capital  invested. 

3.  Value  of  products. 

4.  Total  expenses. 

5.  Net  income. 

6.  Ratio  of  value  of  product  to  capital. 

7.  Ratio  of  net  income  to  capital. 

8.  Ratio  of  net  income  to  value  of  product. 

9.  Ratio  of  total  expenses  to  value  of  product. 

10.  Cost  of  services. 

11.  Cost  of  materials,  etc. 

12.  Miscellaneous  costs. 

13.  Ratio  of  cost  of  services  to  total  expenses. 

14.  Ratio  of  cost  of  materials,  etc.,  to  total  expenses. 

15.  Ratio  of  miscellaneous  costs  to  total  expenses. 

In  the  light  of  the  above  data — 

(a)  Explain  the  varying  degrees  of  prosperity  en- 
joyed by  each  industry  at  the  end  of  1914,  1917 
and  1920. 

(b)  Compare  the  probable  financial  condition  of 
the  several  industries  at  these  same  dates. 

Source:  The  Thirteenth  Census  of  the  United  States,  1910,  Vol. 
vin,  pages  518-537. 

Reference:  Mitchell,  Business  Cycles,  Chapters  x  and  xi,  pages 
452-511. 

Additional  suggestions:  Mitchell,  History  of  Prices  During  the 
War;  Review  of  Economic  Statistics;  Monthly  Labor  Review;  the 
various  financial  and  trade  publications. 

'There  are  no  specific  references  which  will  be  particularly  helpful 
in  connection  with  the  problems  in  this  section.  The  student, 
however,  is  referred  to  some  of  the  titles  under  Topics  VI  and  IX 
of  the  General  Bibhography.  Sammons',  Keeping  Up  With  Rising 
Costs  may  be  read  with  profit. 
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Problem  131 
How  Shall  the  Overhead  Be  Reduced? 

"A  certain  business  in  1914  sold  100,000  units  for 
$1,000,000,  and  the  overhead  amounted  to  10  per  cent 
of  the  total  sales,  or  $100,000,  equal  to  one  dollar  for 
each  unit  of  sales  (approximate  figures  are  used.) 

"The  increase  in  sales  during  the  war  boom  brought 
the  total  units,  in  1919,  to  200,000,  amounting  to 
$4,000,000,  and  the  overhead  still  remained  at  10  per 
cent  on  the  gross  sales  in  dollars,  or  $400,000,  equal 
to  two  dollars  on  each  unit  sold.  This  shows  a  large 
increase  in  overhead,  both  as  to  dollars  and  to  amount 
on  each  unit,  but  the  increase  in  prices  kept  pace  and 
not  only  allowed  this  increase  to  be  met,  but  showed 
a  more  than  satisfactory  margin  of  profit. 

"The  present  year  will  show  a  drop  in  gross  sales  to 
approximately  150,000  units,  amounting  to  $2,250,000; 
and  the  overhead,  which  will  be  little  diminished  in 
total  dollars,  will  run  at  about  $350,000,  or  over  15 
per  cent  on  the  gross  dollars  of  sales,  and  at  the  rate 
of  2|  dollars  on  each  unit  of  sale.  This  shows  a 
substantial  increase  in  overhead  in  the  per  cent,  gross 
dollars,  and  the  unit  cost,  which  ^results  in  a  material 
inroad  into  the  net  earnings  for  surplus  and  profits." 

The  following  table  illustrates  the  situation: 

Sales  Dollar 
1914         1919         1920 

1.  Production 60%  50%  60% 

2.  Marketing..    ..  10%  8%  15% 

3.  Administration.  10%  10%  15% 

4.  Profit 20%  32%  10% 

Questions 

1.  How,  if  at  all,  could  this  situation  have  been 
prevented? 

2.  What  steps  should  now  be  taken  to  improve  the 
situation? 

(Reference:  The  Reduction  of  Merchandising  Expense,  published 
by  the  Chamber  of  Commerce  of  the  United  States,  April,  1921.) 
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Problem  132 

Reducing  Costs  Through  Specialization 

IN  Production 

The Woolen  Company  was  a  relatively 

small  and  narrowly  owned  concern.  The  father,  who 
had  organized  the  business  and  who  had  managed  it 
with  a  reasonable  degree  of  success,  was  about  ready 
to  retire.  His  son,  who  had  gained  in  the  schools 
some  knowledge  of  cost  accounting,  decided  that  he 
could  make  a  real  success  of  the  business  by  finding 
out  the  type  of  goods  which  could  be  produced  at 
lowest  cost  and  then  turning  out  only  such  goods. 
Accordingly,  by  a  series  of  computations  he  discovered 
that  their  mill  would  incur  the  lowest  expenses  of 
operation  if  it  specialized  in  coarse  homespuns.  Not 
only  was  their  plant  of  such  a  sort  that  they  could 
make  this  material  more  cheaply  than  any  other,  but 
it  was  common  knowledge  that  this  kind  of  cloth 
was  usually  in  good  demand. 

Hence,  contrary  to  the  advice  of  his  father  as  well 
as  to  that  of  the  company's  selling  agent,  the  son 
turned  the  factory  into  making  this  one  product, 
which  theoretically  Should  be  a  great  profit  maker. 

Questions 

1.  Do  you  think  this  company  was  well  advised 
in  attempting  to  make  only  one  fabric,  whereas  it  had 
previously  turned  out  several  fabrics  of  somewhat 
different  sorts? 

2.  Why  do  you  suppose  the  father  and  the  selling 
agent  advised  against  this  policy?  Do  you  agree 
with  their  advice? 

3.  What  do  you  expect  was  the  irhmediate  outcome 
of  this  change  in  policy?  Should  you  expect  the  ulti- 
mate outcome  to  be  different? 
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Problem  133 
Reducing  Costs  Throtigh  Quantity  Output 

The Textile  Mill  was  one  of  the  largest 

concerns  of  its  sort  in  the  country.  It  specialized  in 
the  making  of  staple  cotton  goods,  depending  upon 
mass  production  for  its  profits.  However,  on  account 
of  the  large  original  investment  in  plant  and  equipment, 
the  company  was  from  the  beginning  hampered  by 
the  lack  of  adequate  working  capital.  Accordingly, 
for  several  years  it  had  been  forced  to  follow  the  "hand 
to  mouth"  policy,  taking  whatever  orders  it  could 
secure  and  running  them  off  as  speedily  as  possible. 
Along  with  this  they  frequently  experimented  in  mak- 
ing up  a  certain  quantity  of  staple  goods,  which  they 
were  then  forced  to  sell  at  the  immediate  market  price 
because  of  their  lack  of  funds.  As  the  business  was 
conducted,  the  plant  was  never  operated  at  more  than 
two-thirds'  capacity.  The  result  was  that  on  account 
of  the  very  large  fixed  assets,  the  unit  costs  of  operation 
were  unduly  high  and  the  company  was  never  able  to 
make  a  reasonable  return  on  the  investment,  in  spite  of 
the  hopes  with  which  it  had  been  originally  organized. 

Finally,  the  old  management  decided  to  give  up 
the  task  which  they  had  not  yet  been  able  satisfac- 
torily to  cope  with.  The  new  management  decided 
that  since  the  physical  equipment  was  so  satisfactory 
for  mass  production,  it  would  be  worth  while  to  find 
out  what  their  costs  would  be  provided  they  produced 
to  full  capacity,  as  no  attempt  apparently  had  hitherto 
been  made  to  approach  the  problem  in  this  way. 

With  the  new  unit  cost  as  the  basis,  it  was  reasoned 
that  there  would  be  good  ground  for  expecting  that 
this  company  could  undersell  practically  all  its  com- 
petitors. On  the  theory  that  nothing  could  now  be 
gained  without  taking  a  chance,  the  old  conservative 
policy  was  thrown  overboard  and  the  mill  was  operated 
at  full  capacity.  Thereupon  it  was  found  that  the 
unit  costs  were  very  much  lower  than  any  heretofore 
realized  by  the Company.     They  were, 
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in  fact,  so  low  that  there  was  no  difficulty  in  under- 
selling the  market  for  those  staple  goods. 

Questions 

1.  Do  you  think  that  the  new  management  followed 
the  correct  policy? 

2.  How  should  you  expect  this  policy  to  affect  (o) 
immediately,  and  (6)  ultimately 

(x)  The  finances  of  this  mill? 
(y)  The   finances    of    other   mills    engaged  in 
making  similar  products? 


Problem  134 
"Making  Money  at  a  Loss" — Selling  Below  Cost 

"What  the  United  States — the  world,  in  fact — wants 
today  is  not  alone  increased  production.  We  had  that 
during  the  war,  and  have  now  to  get  over  it,  because 
that  increase  was  brought  about  by  cost  increase. 
Our  necessity  now  is  an  increase  in  production  carrying 
with  it  a  decrease  in  cost.  Many  look  to  labor  to  give 
us  this;  but  such  an  increase  is  the  task  not  so  much 
of  labor  as  of  management.  There  is  more  production 
being  lost  right  now  through  lack  of  efficient  manage- 
ment than  there  is  through  lack  of  efficient  labor. 

"Here's  an  instance:  Recently  I  visited  a  foundry 
where  the  product  varied  from  castings  weighing  less 
than  a  pound  to  those  weighing  several  tons.  Their 
production  was  worked  out  on  the  'average'  basis, 
with  ruinous  results,  as  you  will  quickly  see.  A 
molder  at  $9  a  day  working  on  small  castings,  does 
well  if  he  produces  250  pounds  of  castings  a  day. 
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Another  molder  at  the  same  wage,  but  working  on 
larger  castings,  may  easily  produce  1,750  pounds  of 
castings  a  day.  The  two  men  will  therefore  produce 
2,000  pounds  of  castings  for  an  average  labor  cost  of 
90  cents  per  100  pounds.  From  a  bookkeeping  stand- 
point that  figure  tells  a  true  story;  but  see  how  mis- 
leading it  is  when  applied  to  cost  as  a  basis  for  sale 
prices.  The  labor  cost  for  the  small  castings  is  not 
90  cents  per  100  pounds  but  $3.60  per  100  pounds, 
while  the  labor  cost  in  the  large  castings  is  only  just 
over  a  half  of  90  cents  per  100  pounds.  Naturally 
when  the  foundry  quoted  on  a  basis  of  90  cents  per 
100  pounds  for  the  small  castings,  it  was  overwhelmed 
with  orders  for  those  castings  and  lost  12.70  on  every 
100  pounds  weight  made.  At  the  same  time  it  lost 
all  business  in  the  heavier  castings,  because  its  quota- 
tions were  too  high." 

Questions 

1.  Should  costs  for  such  a  concern  be  computed  on 
the  "pound"  basis? 

2.  What  solution  can  be  suggested  for  the  apparent 
financial  difficulties  of  the  above  concern? 

3.  Under  what  circumstances,  if  any,  is  it  financially 
justifiable  for  a  producer  to  sell  below  cost  of  pro- 
duction? 


Problem  135 

Should  the  Selling  Price  Be  Uniform 

Irrespective  of  Costs.'' 

It  is  reported  to  be  the  practice  for  some  makers  of 
knit  underwear  to  charge  the  same  price  for  all  sizes 
irrespective  of  cost,  the  only  distinction  made  being 
that  between  children's  and  adults'  sizes. 
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Questions 

1.  From  the  financial  point  of  view,  what  should  you 
expect  to  be  the  results  of  this  policy? 

2.  Would  the  same  reasoning  apply  in  the  case  of  a 
concern  which  makes  men's  ready-to-wear  clothing 
and  follows  a  similar  policy?  In  the  case  of  a  custom 
tailor? 


Problem  136 

Is  A  Concern  Well  Advised  in  Making  Some  Goods 

FOR  Which  the  Market  is  Small? 

The —  Company,  engaged  in  the  manu- 
facture of  various  kinds  of  machinery  accessories, 
produces  17,500  different  items,  many  of  which  have 
a  very  limited  sale.  The  president  of  the  company, 
feeling  that  the  turnover  of  inventory  was  not  suffi- 
ciently rapid,  had  an  investigation  made,  whereupon 
he  discovered  that  600  items  out  of  the  total  accounted 
for  about  67  per  cent  of  the  annual  business.  It  was 
further  discovered  that  many  of  these  items  had  been 
manufactured  merely  to  suit  the  whims  of  particular 
customers  whose  business  it  was  thought  might  better 
be  kept  or  be  increased  by  this  practice.  In  other  in- 
stances, the  articles  had  been  manufactured  because 
certain  salesmen  had  found  them  easier  to  sell  than 
some  standard  lines.  Also  there  were  some  cases  in 
which  the  production  of  the  article  had  been  due  to 
the  salesmen's  trying  to  get  business  by  agreeing  to 
minor  changes  from  the  standard  products,  or  by 
urging  that  some  special  article  be  made  to  sell  along 
with  the  standard  line. 


COSTS  AND  FINANCE  309 

Questions 

1.  Do  you  approve  of  the  policy  which  led  to  the 
making  of  so  many  different  articles? 

2.  Would  it  now  be  good  financial  policy  to  reduce 
the  number  made? 

3.  From  the  point  of  view  of  the  producer,  as  well 
as  the  consumer,  what  financial  gains  or  losses  might 
result  from  the  policy  which  you  advise? 


Problem  137 
Ignorant  Competition,  Cost,  and  Failure 

The  President  of  the  Company  en- 
gaged in  the  making  of  chemicals,  recently  said: 

"We  have  no  fear  of  intelligent  competition.  In 
fact,  we  like  it,  for  it  helps  us  to  bring  our  own  busi- 
ness to  a  higher  degree  of  efficiency.  During  the  last 
two  or  three  years,  however,  the  competition  which 
we  have  had  to  face  has  been  of  an  unusual  sort,  rarely 
encountered  in  more  normal  times.  It  has  been  igno- 
rant competition.  Many  concerns  have  been  started  by 
those  who  have  little  understanding  of  the  technicalities 
of  the  business,  whose  sole  aim  has  been  speedy  profits 
and  then  a  quick  'get-away.'  The  selling  prices  of 
many  of  these  'competitors'  have  not  been  based 
upon  true  costs.  They  have  supplied  goods  at  almost 
any  price  which  would  enable  them  to  get  a  market. 
In  many  instances,  these  concerns  and  similarly  con- 
ducted ones  in  other  lines  of  industry,  have  sold  their 
goods  without  any  regard  to  the  present  or  the  future 
and  have  gone  on  with  this  reckless  competition  until 
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they  have  failed.  In  the  meantime,  they  have  worked 
untold  injury  to  the  soundly  managed  companies  fre- 
quently causing  them  also  to  fail.  Ignorant  competi- 
tion is  the  worst  possible  enemy  of  a  business." 

Questions 

1.  To  what  extent  do  you  agree  with  the  point  of 
view  expressed  by  this  manufacturer? 

2.  Do  you  believe  that  there  is  much  "ignorant" 
competition  of  the  sort  indicated? 

3.  Has  a  really  efficient  concern  anything  to  "fear" 
on  this  account? 

4.  Generally  speaking,  what  are  the  chief  financial 
advantages  of  competition, 

(a)  From  the  point  of  view  of  the  consumer  of 
the  goods; 

(b)  From  the  point  of  view  of  the  producer? 


Problem  138 

What  Effect  Would  a  Reduction  in  the  Number  of 

Styles  Have  on  the  Cost  of  Production? 

In  referring  to  the  wastes  in  industry,  it  was  asserted 
by  a  member  of  the  American  Engineering  Council's 
Committee  on  Elimination  of  Waste  in  Industry  (the 
"Hoover"  Committee)  that  probably  the  greatest  single 
waste  in  the  industry  of  today  arises  from  the  change 
in  styles,  particularly  the  changing  styles  for  women. 

In  reply  to  this  charge  an  officer  of  the  Associated 
•Dress  Industries  of  America  "came  back"  strongly 
as  follows : 
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Style  is  the  outstanding  element  which  makes  the  tex- 
tile industry  the  second  largest  in  this  country.  Clothing 
would  be  worn  if  it  possessed  no  style,  because  of  necessity, 
but  it  is  style  which  creates  volume  in  new  orders  every  sea- 
son, and  repeat  orders  always.  It  is  style  in  clothing  that 
gives  employment  to  hundreds  of  thousands  of  well-paid 
workers;  it  is  style  in  clothing  that  runs  the  output  into 
billions  of  dollars  annually;  it  is  style  that  fills  factory 
lofts  with  millions  in  rentals  and  calls  for  huge  building 
projects.  The  elimination  of  style  from  clothing  would  be 
an  economic  and  industrial  catastrophe. 

Questions 

1.  From  the  financial  point  of  view,  state  clearly 
your  reasons  for  agreeing  with  the  "Hoover  Com- 
mittee" on  this  point,  or  with  the  officer  of  the  Asso- 
ciated Dress  Industries. 

2.  In  your  answer  would  you  make  any  distinction 
between  the  immediate  and  ultimate  financial  effects 
of  a  possible  reduction  in  the  number  of  styles? 


Problem  139 

The  Possible  Financial  Gains  of  Greater 

Standardization  in  Production 

Questions 

1.  From  the  point  of  view  of  the  producer  and  of 
the  consumer,  what  appear  to  be  the  financial  gains 
of  greater  standardization  in  production? 

2.  Do  you  think  that  there  are  considerations  other 
than  financial  which  are  sufficient  to  justify  the  present 
lack  of  standardization? 

(Reference:     Waste  in  Industry.) 
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B.    REDUCING  THE  COSTS  THROUGH  INCREASED 
SIZE— COMBINATIONS  HORIZONTAL  AND  VER- 
TICAL, AND  DEVELOPMENT  OF  SUBSIDIARIES 


References : 

Dewing,  Corporate  Promoiion  and  Reorganizations,  546-576. 
Dewing,  Financial  Policy  of  Corporations,  Vol.  IV.,  3-68. 
Jenks  and  Clark,  The  Trust  Problem,  31-50,  198-216. 
Lincoln,  Central  Electric  Light  and  Power  Stations  {1917),  126-142. 
Van  Hise,  Concentration  and  Control,  8-166  (particularly  8-20.) 


Exercise  IV 
The  Financial  Economies  of  Size 

Group  a  number  of  reasonably  comparable  concerns 
engaged  in  the  same  line  of  industry  according  to  their 
size.  From  a  careful  analysis  of  their  significant 
financial  figures,  try  to  discover  the  most  "profitable" 
size  of  industrial  unit. 

Suggested  reference:  Lincoln,  Central  Electric  Light  and  Power 
Stations,  126-142. 

Suggested  source  of  material:  Corporate  Earnings  and  Govern- 
ment Revenues,  for  the  year  1917;  also  Statistics  of  Income  (1919). 

The  various  corporation  manuals  as  well  as  some  of  the  other  ref- 
erences mentioned  in  the  bibliography  should  also  be  of  service. 


Exercise  V 
The  Financial  Results  of  Combinations  of  Various  Sorts 

Select  several  companies  in  a  given  line  of  industry 

which  are  the  result  of  combinations  of  smaller  units. 

Compare  the  financial  record  of  each  company  over  a 

period  of  years  after  the  combination  with  the  financial 

performance  of  the  constituent  companies  over  a  similar 

period.     Make  this  study  for  integrated  concerns  as 

well  as  for  those  which  are  horizontally  combined. 

Suggested  reference:     Dewing,   Financial  Policy  of  Corporations, 
Vol.  IV.,  33-68. 

Suggested  sources:     The  corporation  manuals,  etc. 
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Problem  140 
Financial  Advantages  of  Size 

It  has  been  stated  that  some  small  makers  of  elec- 
trical appliances  can  produce  their  goods  at  a  lower 
price  per  unit  than  is  possible  in  the  case  of  large  con- 
cerns like  the  General  Electric  Company.  Similarly 
it  has  been  asserted  that  in  certain  lines  small  specialty 
paper  makers  can  produce  their  goods  more  cheaply 
than  a  large  concern  like  the  Dennison  Manufacturing 
Company  can  produce  them.  Other  examples  might 
be  given,  and  while  in  some  cases  this  may  be  mere 
assertion,  in  other  cases  it  has  been  definitely  proved 
to  be  true. 

Questions 

1.  Granting  the  truth  of  the  foregoing  statements, 
would  it  be  correct  to  say  that  it  is  financially  desirable 
for  industry  to  be  carried  on  under  conditions  of  small 
scale  production  whenever  it  is  found  that  the  unit 
costs  of  production  under  such  circumstances  are  less 
than  when  the  goods  are  produced  by  large  plants? 
Why  or  why  not? 

2.  Specifically,  what  are  the  financial  gains  or  losses 
arising — 

(a)  From  large  scale  production; 
(6)   From  the  combination  of  industries  engaged 
in  similar  lines  of  production? 


314  PROBLEMS  IN  BUSINESS  FINANCE 

Problem  141 
Financial   Considerations  Involved  in   Combinations 

Questions 

1.  Sum  up  all  the  important  considerations  which 
should  be  borne  in  mind  by  a  small  concern  which 
wishes  to  increase  its  profits  by  taking  over  one  or  more 
other  small  concerns  engaged  in  the  same  type  of 
business. 

2.  In  what  respects,  if  any,  would  different  consid- 
erations enter  in  if  the  plan  were  to  take  over  one  or 
more  concerns  engaged  in  different  stages  of  the  same 
industry — for  example,  with  a  view  to  controlling  one 
of  the  sources  of  supply  or  one  of  the  channels  of  dis- 
tribution for  the  particular  industry? 


Problem  142 
Financial  Advantages  of  the  Chain  Store 
Questions 

1.  What  particular  financial  gains,  if  any,  should 
you  expect  a  small  chain  of  retail  stores  to  have  over 
the  single  store? 

2.  Which  chain  of  stores  should  you  expect  to  be 
more  successful,  one  developed  by  buying  out  estab- 
lished stores  or  one  which  has  built  up  new  stores? 


Problem  143 
Financial  Problems  of  a  Department  Store 

Specifically,  what  are  the  financial   advantages  or 
disadvantages  of  the  small  department  store, 

(a)  As  compared  with  the  store  which  sells  only 
one  type  of  goods,  and 

(h)  As  compared  with  the  chain  stores? 
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Problem  144 

Certain  Financial  Considerations  Involved 

In  the  Integration  op  a  Business 

The  A.  Press.  Company  confines  its  operations 
largely  to  art  printing,  the  bulk  of  its  business 
being  the  preparation  of  high-grade  advertising 
material.  Experience  has  shown  that  its  business  is 
most  active  in  periods  of  general  business  depression, 
though  in  times  of  prosperity  the  volume  of  business 
is  sufficiently  good.  However,  it  has  been  the  policy 
of  this  concern  to  build  up  its  plant  and  equipment 
on  the  basis  of  the  normal  amount  of  business  to  be 
expected  in  the  duller  periods,  and  to  work  on  double 
shifts  when  orders  are  heavy.  Further,  the  company 
does  not  attempt  to  do  any  general  printing  business 
or  even  much  of  its  binding.  This  sort  of  work  is 
really  incidental  to  the  business  of  art  printing,  and 
whenever  the  pressure  becomes  too  great  for  its  limited 
capacity  such  work  is  given  to  job  printers  of  different 
sorts.  Nor  does  the  company  employ  regularly 
artists  and  photographers  whose  services  are  from  time 
to  time  needed.  Rather  it  is  their  plan  to  hire  such 
persons  as  occasion  demands. 

The  B.  Press  Company  is  a  much  larger  organization 
engaged  in  the  general  job  book  printing  business.  It 
has  a  large  plant,  equipped  to  carry  on  every  phase  of 
printing  and  publishing.  In  addition  to  a  very  ex- 
tensive printing  plant  it  has  developed  an  unusually 
large  bindery.  On  account  of  the  scope  of  its  business, 
the  B.  Company  has  also  taken  over  a  small  textile 
mill  to  supply  the  cloth  used  in  binding.  The  balance 
of  the  mill's  output  is  sold  on  the  general  market. 

Questions 

1.  Which  policy  outlined  above  should  you  expect 
to  lead  to  the  greatest  financial  success? 

2.  Do  you  think  it  would  be  wise  for  both  of  these 
companies  to  follow  the  same  policy?    Why? 

3.  Which  company  should  you  expect  to  have  the 
fewer  financial  difficulties  in  1921? 
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Problem  145 
Possible  Financial  Gains  of  Vertical  Combination 
OR  "Integration" 
Many  engineers  have  cited  the  Ford  plant  in  Detroit 
as  an  outstanding  example  of  efficiency  in  production, 
due  to  large  scale  operations.  The  Ford  Company 
has  until  recently  been  engaged  solely  in  the  making 
of  cars  and  parts.  About  the  first  of  1921  Ford  is  said 
to  have  stated  that  it  was  his  ambition  to  "dig  his 
automobiles  out  of  the  ground."  In  other  words,  he 
planned  to  develop  an  integrated  business,  which 
would  control  metal  and  coal  mines  and  forests,  for  the 
supply  of  raw  material,  and  even  some  railway  facilities 
for  transporting  raw  materials  and  finished  product. 
Thus  he  hopes  still  further  to  reduce  his  costs  of  produc- 
tion and  the  price  of  his  car  to  the  consumer. 

Question 
1.  In  what  ways,  or  to  what  extent,  can  the  unit  cost 
of  the  product  be  lowered  through  vertical  combination, 
that  is,  the  linking  up  under  one  management  of  con- 
cerns engaged  in  successive  stages  of  a  given  industry? 


Problem  146 

The  Development  of  Subsidiary  and 

Affiliated  Companies 

1.  What  appear  to  you  to  be  the  advantages  or 
disadvantages,  from  the  financial  point  of  view,  in 
developing  separately  financed  subsidiary  companies 
for  carrying  on  the  accessory  and  by-product  produc- 
tion for  the  parent  industry? 

2.  Do  you  see  any  gains  to  be  secured  from  having 
the  selling  or  purchasing  branch  of  a  business  organized 
separately  from  the  production  end  of  the  business? 

3.  Is  it  a  wise  financial  policy  for  a  company  to 
own  affiliated  businesses,  one  or  more  of  which  may 
be  operated  at  a  loss,  merely  for  the  purpose  of  keeping 
competitors  out  of  the  field? 


CHAPTER  VIII 
FINANCIAL  ASPECTS  OF  SELLING  GOODS 
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Mercantile  Credits  (Ronald  Press  Company.) 

IT  has  not  been  customary  in  general  books  on 
Finance  to  give  much  attention  to  the  financial 
aspects  of  selling  goods.  Just  as  the  purchasing 
and  production  activities  of  a  business  have  usually 
been  thought  of  as  largely  separate  from  the  general 
financial  programme,  so  the  credit  man  and  the  sales 
department  have  been  customarily  passed  by.  The 
former  has  frequently  been  considered  a  necessary  evil, 
particularly  by  the  sales  department,  while  the  latter, 
with  little  understanding  of  finance,  has  attempted  to 
make  itself  the  most  important  part  of  the  business. 

Great  are  the  economic  and  financial  wastes  resulting 
from  the  wholly  unwarranted  attempts  to  stimulate 
demand  for  goods.  Many  a  business  has  been  wrecked 
by  its  sales  department,  particularly  within  the  last 
few  years  when  the  unhealthy  pressure  of  easily 
secured  orders  has  led  to  greatly  increased  plant 
capacity.  "Overselling"  may  be  an  even  more  serious 
financial  crime  than  "overbuying."  Only  by  a  proper 
financial  coordination  of  all  the  branches  of  a  business 
can  real  and  lasting  success  be  attained.  Hence  in 
the  following  problems  brief  attention  is  given  to 
some  of  the  more  obvious  financial  aspects  of  selling 
goods. 
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A.     GENERAL  PROBLEMS  OF  THE 
CREDIT  DEPARTMENT 

Problem  147 
Standards  for  Credit  Granting 

The  credit  manager  of  a  large  manufacturing  con- 
cern illustrates  some  of  his  problems  as  follows : 

The  business  in  mind  produces  a  great  variety  of 
manufactured  goods,,  some  of  which  are  sold  to  every  line 
of  trade,  from  "shoe  cobbler"  to  a  "milUon  dollar  concern" 
of  any  kind.    The  usual  terms  of  sale  are  "net,  30  days." 

The  principles  of  Credit  approval  are  built  around  three 
different  things,  viz.:  "Character,"  "Capacity,"  and 
"Capital." 

The  application  of  these  principles  varies,  naturally,  in 
conformity  with  the  nature  of  the  business  to  which  they 
are  applied. 

It  would  take  "volumes"  to  explain  in  detail  all  the 
possibilities  of  the  above  combination  of  words,  but  a  few 
concise,  actual  cases  in  point,  will  serve  to  give  one  a  clear 
idea  upon  which  to  work. 

The  illustrations  which  follow  show  the  result  of  judg- 
ment, and  in  them  will  also  be  seen  "discrimination." 

Character 
Company  A. — This  concern  is  rated  over  one  hundred 
thousand  dollars,  "high,"  but  is  on  a  "cash-in-advance" 
basis.  Why?  Because  their  policy  is  to  take  cash  discount 
regardless  of  whether  it  is  allowable.  In  other  words,  they 
lack  "character"  in  their  dealings  and  are  not  a  desiralle 
credit  risk. 

Company  B. — Here,  the  opposite  is  true.  This  company 
is  rated  at  less  than  ten  thousand  dollars,  but  we  credit  as 
high  as  two  thousand  dollars  at  one  time — a  strong  "moral" 
risk. 

Capacity 

Company  C. — A  very  large  corporation  with  many  millions 
of  capital — passed  through  a  financial  crisis  recently,  which 
was  caused  by  a  lack  of  proper  management  or  capacity. 
The  "Personnel"  of  the  concern  has  been  completely  changed 
and  it  is  again  in  good  credit  standing.  Full  confidence  is 
placed  in  the  new  organization. 

Company  D.— Has  capital  rating  of  only  $5,000  to  $35,000. 
They  have  a  great  "capacity"  for  "quick  turnover."    Pur- 
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chase  nearly  two  thousand  dollars'  worth  every  month  and 
pay  each  bill  at  maturity.    No  fear  of  failure  here. 

Capital 

Company  E.— It  is  rated  $50,000  to  $75,000,but  third-grade 
credit.  This  concern  is  sold  for  "cash"  only.  Although 
unquestionable  in  regard  to  "character,"  there  is  always  a 
lack  of  "capital"  to  carry  the  amount  of  business  done, 
and  this  tends  also  to  show  a  lack  of  "capacity."  These 
are  sure  signs  of  ultimate  failure  and  credit  men  should  be 
forewarned. 

Company  F.— This  is  rated  $35,000  to  $50,000  (first-grade 
credit).  Just  the  opposite  to  the  preceding  account. 
Plenty  of  capital  to  successfully  carry  on  the  business. 
They  are  sold  as  high  as  a  thousand  dollars  at  a  time  and 
payments  are  made  promptly  on  maturity  dates. 

Questions 

1.  Sliould  you  consider  it  desirable  for  the  credit  man 
of  this  concern  to  follow  more  definite  rules  in  his  credit 
granting  than  are  here  indicated?  For  example,  would 
it  be  a  wise  plan  for  him  to  limit  the  amount  of  credit 
to  a  certain  fixed  proportion  of  the  capital,  net  worth, 
or  current  assets  of  the  customer? 

2.  Would  your  answer  differ, 

(a)  If  the  concern  granting  the  credit  were  re- 
latively small? 

(6)  If  the  business  were  not  so  widely  diversified? 

3.  Indicate  clearly  the  essential  differences  and  simi- 
larities between  "mercantile"  credit  and  "commercial" 
or  bank  credit. 
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Problem  148 
The  Credit  Policy  and  the  Business  Cycle* 

The  following  statement  of  the  policy  followed  in 
a  particular  case  was  submitted  in  July,  1921,  by  the 
credit  manager  of  a  large  and  prosperous  manufactur- 
ing concern,  which  sells  to  many  thousands  of  small 
customers  the  average  yearly  orders  being  less  than 
$300  per  customer: 

This  customer  has  purchased  goods  from  us  since  1914. 
During  that  j-ear  and  1915,  which  were  better  known  as 
"slump  years,"  we  extended  credit  for  this  company's 
entire  requirements  in  our  line,  which  often  were  as  high  as 
$200  at  a  time.  It  was  a  very  active  account  with  ten  or 
twelve  charges  a  month.  The  terms  of  sale,  however,  were 
never  observed,  as  payments  were  made  from  90  to  120 
days,  instead  of  at  the  30-day  period  as  they  should  have 
been.  This  question  was  often  discussed  with  the  customer, 
but  we  were  unable  to  educate  him  so  that  he  might  show 

*The  following  cautions  are  particularly  suggestive  in  this  connection: 

"We  have  congratulated  ourselves,  and  rightfully  so,  in  preventing 
heavy  failures  through  cooperative  action.  Banking  and  merchandise 
creditors  have  exerted  a  tremendous  force  in  this  direction.  It  is  true 
that  numerous  failures  have  occurred  latety,  greater  in  number  than  in 
former  years,  but  the  total  in  dollars  and  cents  does  not  by  any  means 
represent  what  would  have  been  the  failure  toll  had  not  cooperation 
prevailed.  All  honor  to  the  men  who  have  stood  at  the  task  and  done 
their  work  well. 

"Throughout  the  country  there  is  stiU  a  large  sum  of  frozen  credits 
representing  receivables  that  cannot  be  thawed  out  at  once.  Improve- 
ments will  depend  upon  the  warming  rays  of  a  new  summer  sun. 

"Let  us  not  deceive  ourselves  in  the  present  situation.  Thanks  to 
cooperation  much  has  been  done,  but,  in  truth,  only  the  beginnings  have 
been  made  and  complete  success  in  the  operation  wiU  not  come  until 
the  thawing  out  process  is  accomplished.  The  granting  of  new  credits, 
when  we  have  such  a  large  sum  in  a  frozen  condition,  demands  unusual 
care  and  discretion.  The  credit  manager  must  be  saved  from  self- 
deception.  He  must  have  constantly  in  mind  the  deferred  receivables, 
and  base  his  present  calculations  for  new  credits  on  the  sum  that  he  is 
carrying  and  what  is  perfectly  safe  for  him  in  his  new  credits  to  under- 
take. 

"The  situation  suggests  largely  a  marking  of  time,  no  great  chances 
taken  in  one  direction  or  the  other  until  the  tliawing  time  arrives.  The 
usual  skill  of  the  credit  manager  must  be  exercised  in  an  unusual  manner 
these  days,  and,  granted  the  proper  attitude  and  discreet  action,  liquidity 
in  credits  will  eventually  come,  and  that  which  is  now  frozen  will  have 
passed  once  again  into  circulation.  The  frozen  credit  is  something  that 
the  credit  manager  must  watch  over  so  that  there  will  be  no  chipping 
away  of  the  block  to  the  hurt  of  the  creditor's  interests,  and  the  volume 
of  liquid  will  finally  represent  the  frozen  equivalent."  General  Letter 
No.  11,  May  1,  1921,  National  Association  of  Credit  Men. 
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improvement  in  this  direction.  We  needed  business,  how- 
ever, during  those  years,  so  we  continued  to  struggle  with 
the  account. 

As  we  got  well  along  into  the  year  of  1916,  which  was  the 
beginning  of  better  times,  we  made  our  requests  upon  him 
more  urgent  for  prompt  payments,  with  the  same  results  as 
formerly.  So  we  finally  told  him  that  he  would  be  required 
to  pay  cash  in  advance  for  anything  that  he  might  wish  in 
our  line.  This  was,  of  course,  a  severe  blow  to  him,  and  we, 
of  course,  ran  the  chances  of  entirely  losing  his  business.  As 
a  matter  of  fact,  this  is  just  what  we  were  hoping  would 
happen,  since  this  year  as  well  as  the  four  which  followed 
were  "Seller's  Market"  years.  Our  plant  was  so  overloaded 
with  work  that  we  could  not  begin  to  take  care  of  our  first- 
class  credit  customers,  and  to  solicit  new  business  was  out 
of  the  question.  One  of  the  ways  therefore  that  we  had  in 
which  to  work  out  of  the  difficulty  was  to  apply  the  knife  to 
undesirable  and  doubtful  credit  risks. 

Today  the  times  are  entirely  different.  Business  is  scarce 
and  hard  to  get.  We  are  obliged  to  assume  risks  that  are 
doubtful.  This  very  account  that  we  turned  down  a  few 
years  ago  was  reopened  on  our  regular  terms  only  this 
month,  with  the  understanding  that  we  will  supply  goods  to 
the  amount  of  the  former  credit  level  on  our  regular 
terms  of  thirty  days  net.  This  Company  has  not  made 
any  great  advancement  during  the  years  of  prosperity, 
but  it  has  managed  to  hold  its  own  and  show  some  slight 
improvement. 

Question 
Show  clearly  your  reasons  for  approving  or   dis- 
approving of  the  policy  above  outlined. 


Problem  149 
The  Small  Concern  and  the  Mercantile  Agency 

The  — — -  Company  has  been  quietly  and 

soundly  built  up  by  one  man  who  is  still  the  dynamo 
of  the  business  and  the  sole  owner.  From  a  beginning 
of  a  few  hundred  dollars  the  concern  has  grown  until 
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its  net  worth  is  more  than  $200,000.  All  bills  are 
promptly  paid  and  very  little  is  borrowed  from  the 
banks. 

This  concern  has  been  repeatedly  approached  by 
representatives  of  a  standard  mercantile  agency  .for 
information  which  would  enable  them  to  give  it  a 
satisfactory  rating.  The  proprietor,  however,  has 
always  taken  the  position  that  inasmuch  as  the  busi- 
ness is  solely  owned  by  him  and  always  takes  its  dis- 
counts and  never  troubles  anyone  for  credit,  there  is 
nothing  to  be  gained  from  having  its  financial  position 
made  public  property.  Consequently  he  has  refused 
to  give  the  usual  information  regarding  his  financial 
affairs  to  this  agency.  The  agency  accordingly  has 
given  him  a  "third-grade"  credit  rating  in  view  of  the 
fact  that  the  owner  would  give  out  no  information 
regarding  his  business. 

Questions 

1.  Is  it  desirable  that  a  closely  owned  concern  be 
"rated"  by  the  mercantile  agencies, 

(a)  From  the  point  of  view  of  the  concern  itself? 
(6)  From  the  point  of  view  of  the  creditors  of 
the  concern? 

2.  Was  it  justifiable  under  the  circumstances  for 
the  mercantile  agency  to  give  this  business  a  "third- 
grade"  rating? 

3.  What  appear  to  be  the  advantages  or  disad- 
vantages of  the  standard  mercantile  reports, 

(a)  From  the  point  of  view  of  the  "rated" 
concern? 

(6)  From  the  point  of  view  of  the  creditors  of 
the  concern? 

4.  Should  you  expect  the  same  advantages  or  dis- 
advantages to  exist  in  the  case  of  the  various  trade 
credit  agencies? 
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Problem  150 
The  Abuse  of  Credit  Interchange 

"No  bureau  for  credit  interchange  can  rightly  be 
conducted  with  more  than  one  purpose  in  view.  When 
a  bureau  takes  the  information  gathered  through  inter- 
change and  sells  it,  or  a  service  based  upon  it,  then  we 
have  an  abuse  of  confidence.  The  interchange  loses  its 
original  constructive  and  protective  sides  and,  becom- 
ing commercialized,  takes  its  information  to  destroy 
credit.  A  bureau,  getting  through  the  interchange 
department  unfavorable  information,  may  use  that 
information  to  force  a  debtor  into  a  still  weaker  con- 
dition. The  bureau  may,  unless  a  claim  it  has  be  paid, 
threaten  to  expose  the  weakness.  The  result  may  be 
putting  the  man  out  of  business — when  intelligent  care 
might  have  saved  him. 

"An  agency  wrote  a  debtor  as  follows: — 

'We  are  checking  credits  for  nearly  4,000  manufacturers 
and  jobbers.  You  failed  to  pay  an  account  of  ....  for  $. .  . 
This  will  necessitate  an  adverse  report  to  our  credit  depart- 
ment and  the  placing  of  claim  with  local  attorney.  Wire  if 
remitting;  save  costs.'  " 

(System,  April,  1921,  p.  521?) 

Questions 

1.  Do  you  agree  with  the  point  of  view  above 
expressed? 

2.  What  seem  to  you  to  be  the  reasons  for  the 
exchange  of  credit  information?     The  objections  to  it? 

3.  Do  you  approve  of  the  above  letter?     Why? 
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Problem  151 

Is  Credit  Interchange  Dependable? 

The  following  statement  appeared  recently  in  a  house 
organ : 

A  certain  enterprising  merchant  has  a  chain  of  a  dozen 
stores.  He  bought  rather  liberally  last  year  and  was  dis- 
appointed in  his  sales.  As  a  result  he  is  having  considerable 
difficulty  in  paying  his  bills;  but  he  had  been  a  good  customer 
and  his  creditors,  while  they  realize  that  he  is  in  difficulties, 
do  not  want  to  see  him  go  to  the  wall.  They  are  not  in- 
clined to  ship  more  goods  to  him,  but  are  distinctly  willing 
that  someone  else  ship  him  goods  that  he  may  continue  in 
business,  get  on  his  feet  again,  and  buy  from  them  later  on. 
So  when  he  gives  their  names  as  reference  they  all  report 
him  paid  up,  and  this  information  would  normally  find  its 
way  into  a  report. 

The  Letter  of  the  National  Association  of  Credit  Men 
sent  out  in  June,  1921,  comments  as  follows  upon  the 
above  statement: 

The  man  who  wrote  this  story  has  just  awakened  from  a 
quarter  century  sleep.  In  the  early  nineties  a  story  citing 
these  circumstances  might  have  received  credence.  Now, 
however,  nobody  will  accept  it.  The  impression  at  once  is 
that  the  purpose  was  to  sell  some  kind  of  service.  We 
question  absolutely  its  accuracy  as  reflecting  present-day 
conditions  in  credit  interchange,  for  nowadays  no  credit 
manager,  and  certainly  no  group  of  them,  would  be  so  foolish 
as  to  falsify  their  information.  They  know  that  the  lie 
would  be  discovered  quickly  and,  when  discovered,  would 
not  only  bring  discredit  upon  them  but  eliminate  them  from 
that  reciprocal  credit  service  which  has  been  established 
among  credit  men  who  have  confidence  in  each  other. 

It  is  most  unfortunate  that  anyone  should  try  "to  put 
over"  a  story  of  this  kind.  Accuracy  and  faithfulness  in  the 
interchange  of  ledger  experiences  can  be  almost  absolutely 
depended  upon  in  the  relations  between  credit  guarantors. 
No  credit  department  could  survive  the  circulation  of  a  he. 
No  house  could  survive  that  founds  its  work  on  mere 
expediency,  or  which  defends  itself  from  losses  by  resort  to 
the  falsification  of  information. 

The  reading  of  this  story  will  fill  credit  grantors  to  a  man 
with  feeUngs  of  indignation.  They  could  not  be  satisfied 
until  they  have  branded  it  as  absolutely  false  and  misrepre- 
sentative  of  present  conditions. 
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Questions 

1.  In  the  light  of  your  knowledge  of  business  con- 
ditions, do  you  believe  that  the  statement  of  the  house 
organ  is  true,  or  do  you  agree  with  the  view  expressed 
by  the  National  Association  of  Credit  Men? 

2.  Can  you  think  of  any  reason  why  the  house  organ 
should  have  distorted  the  facts? 

3.  Have  you  any  reason  for  believing  that  the 
National  Association  of  Credit  Men  has  misrepresented 
the  situation? 


Problem  152 

Extending  Credit  on  the  Financial  Statement* 

A  credit  man  who  not  long  ago  asked  a  corporation 
of  Carson  City,  a  brand  new  customer,  for  a  financial 
statement,  received  the  following  reply: 

Gentlemen: — In  regard  to  your  request  for  a  statement, 
would  say  that  we  have  just  made  a  financial  statement  to 
the  commercial  agencies  and  beg  to  refer  you  to  them  for 
same. 

Very  truly  yours, 

Corporation. 

*The  importance  of  the  "intangible"  factors  in  mercantile'  credit 
granting  is  illustrated  by  the  following  interesting  episode: 

"This  party,  whom  we  will  call  Jones,  was  proprietor  of  a  general 
store,  had  been  a  customer  for  fifteen  years,  knew  every  head  man  in  the 
concern,  was  an  important  man  in  his  community,  held  local  offices, 
was  a  prominent  church  worker,  had  been  for  several  years  the  superin- 
tendent of  the  biggest  Sunday-school  in  his  town.  He  owed  the  house 
in  question  in  amounts  running  from  $500  to  $3,000,  and  was  generally 
and  all  along  had  been  a  very  satisfactory  payer,  but  here  was  the  credit 
man  returning  from  his  trip  recommending  that  Jones  be  cut  off  from 
any  further  accommodations. 

"Naturally,  this  aroused  prompt  and  vigorous  protest,  for  the  credit 
man  was  unable  to  set  forth  any  such  specific  reasons  for.  cutting  out 
Jones'  account  as  in  the  other  cases  cited.  He  had  not  learned  that 
Jones  drank  or  gambled  or  had  fallen  into  any  pernicious  habits,  could 
not  find  that  he  had  been  keeping  irregular  hours,  that  he  had  been 
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The  credit  man  w  as  not  at  all  suspicious  in  the  mattof 
and  naturally  wished  at  this  time  to  gain  as  much 
dependable  business  as  possible.  Accordingly,  he 
wrote  the  commercial  agencies  for  the  rating  and  state- 
ment of  the  ....  Corporation.  Their  statement 
showed  a  net  worth  of  $61,000,  as  follows: 

Assets 

Merchandise $35,000 

Cash 3,000 

Accounts  Receivable 6,000 

Real  Estate 10,000 

Machines 5,000 

Fixtures 3,000 

1627000 
Liabilities 
Owing  for  Merchandise 1,000 

161,000 

On  the  strength  of  this  statement  the  credit  man 
passed  an  order  for  $600,  and  goods  were  shipped  to 
the   Corporation. 

inattentive  to  business,  that  he  had  an  extravagant  wife  or  a  spend- 
thrift son,  yet  the  credit  man  stoutly  maintained  that  something  was 
wrong  with  Jones,  that  he  was  no  longer  a  safe  credit  risk.  He  had  spent 
three  of  four  days  in  the  little  town  on  the  pretense  that  he  was  taking 
a  few  days  of  enforced  vacation  because  of  ill  health,  had  seen  him  in 
his  store,  had  been  introduced  at  his  house,  had  observed  him  in  his 
relation  to  his  family,  and  had  satisfied  himself  that  there  was  some- 
thing wrong,  something  amiss.  He  found  that  the  very  clerks  in  the 
Jones  store  had  an  air  as  if  something  were  impending,  and  he  wanted 
his  house  to  cut  Jones  off. 

"The  principal  adviser  of  the  house,  who  acted  as  court  of  last 
resort  in  cases  of  dispute,  objected  to  the  acceptance  of  the  credit  man's 
advice  in  the  case  of  Jones,  declaring  that  he  had -known  Jones  person- 
ally for  fourteen  years,  that  Jones  had  paid  them  thousands  of  dollars 
and  would  patronize  them  for  years  to  come.  He  said  that  within 
the  past  three  months  Jones  had  spent  a  Sunday  with  him  as  hi?  guest, 
had  accompanied  him  to  church,  and  addressed  a  Bible  class  acceptably, 
and  that  he  must  be  a  man  of  the  highest  type  of  character  and  his 
credit  must  not  be  curtailed,  but  his  wants  supplied  Jo  the  limit.  This 
was  the  final  decision  of  the  house,  and  it  was  not  weakened  when  the 
credit  man  acknowledged  that  Jones  had  $18,000  to  $20,000  of  good 
assets  and  could  show  a  net  worth  of  from  $11,000  to  $12,000  and  none 
of  his  accounts  with  the  house  was  past  due. 

"It  was  five  months  later  that  the  morning  papers  contained  a  racy 
elopement  story  of  a  country  merchant  named  Jones  who  had  quietly 
converted  his  property  into  cash,  deserted  his  wife  and  skipped  to 
Canada  with  the  family  servant  girl  with  whom  he  had  been  enamored 
for  some  time  past,  this  information  of  course  being  followed  with  the 
usual  comments  on  the  alleged  tendencies  of  church  leaders  " — Credit 
Monthly,  March,  1921,  256-7. 
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Questions 

1.  Should  tlie  credit  man  have  been  satisfied  with 
the  above  statement?    Why? 

2.  Should  he  have  shipped  any  goods  on  the  strength 
of  the  above  statement?    Why  or  why  not? 

3.  What  do  you  expect  was  the  outcome  of  this 
transaction? 


Problem  153 
The  Statement  and  the  Business  Cycle 

"It  is  to  be  remembered  that  after  the  period  of 
unwise,  and  inflated  buying,  the  man  who  faces  the 
facts  is  the  best  risk,  and  also  it  is  to  be  remembered 
that  he  is  likely  to  show  the  worst  statement,  for  he  will 
have  marked  his  whole  inventory  down  to  the  market. 

"This  is  no  time  for  collection  agency  methods  and 
threats;  the  big  thing  is  not  to  get  the  money  at  all 
costs  but  to  get  business  back  to  normal  with  the  fewest 
possible  number  of  capable  people  being  hurt  in  the 
process.  There  is  a  difference  between  a  collection 
agency  and  a  credit  department." 

Question 
Do  you  think  that  a  "bad  statement"  may  "indicate 
a  good  risk,"  either  from  the  point  of  view  of  granting 
mercantile  credit  or  bank  credit? 
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Problem  154 
Easy  Credit  Granting  and  Low  Debt  Losses 

The  credit  manager  of  a  large  merchandising  house 
wrote  as  follows  some  three  j^ears  ago : 

When  I  tell  you  that  practically  none  of.  our  business  is 
for  cash,  but  that  most  of  it  is  on  thirty  days'  time,  you  may 
think  that  either  the  strain  on  me  is  terrific  or  that  I  have 
dnusual  facihties  for  getting  credit  information. 

On  the  contrary,  I  am  quite  easygoing,  as  a  rule.  I  pass 
practically  all  orders  from  new  customers  even  though  I  can 
get  no  information  on  them  from  the  credit  agencies.  I'll  tell 
you  how  I  came  to  take  this  attitude  on  extending  credit. 

When,  years  ago,  I  started  in  as  credit  man  for  this  con- 
cern— we  sell  coffee  to  retailers — I  would  not  pass  a  new  order 
unless  it  looked  iron-clad.  I  laid  great  stress  on  credit 
ratings  and  net  worth,  and  felt  that  it  was  up  to  me  to 
throw  every  safeguard  that  I  could  around  an  order. 

After  a  few  months'  experience  I  made  two  startling  and 
discouraging  discoveries.  One  was  that  an  order  from  a 
new  account  had  only  about  a  50-50  chance  of  passing  me — 
that  made  me  unpopular  with  everyone  in  nay  concern. 

But  the  other  discovery  hurt  me  even  more,  for  it  was  so 
unlocked  for;  it  was  that,  of  the  orders  I  passed,  the  .ones 
that  went  bad  were  as  often  as  not  those  which  had  stood 
up  best  under  my  scrutiny. 

Often  I  found  that  a  history  of  years  of  prompt  pay,  good 
ratings  by  the  agencies,  first-class  references,  and  a  satis- 
factory net  worth,  did  not  keep  a  customer  from  failing  to 
pay.     I  mulled  over  these  facts  and  came  to  a  conclusion. 

It  was  the  simple  one  that  if  all  signs  failed  sometimes,  as 
they  seemed  to,  I  might  as  well  pass  any  order  that  did  not 
look  bad  on  the  surface.  But  before  jumping  in  over  my  head 
I  decided  to  test  mj-^  theory  out  on  several  hundred  orders. 

These  I  took  as  they  came,  provided  no  order  was  for  goods 
worth  more  than  $50,  and  passed  it  blind  if  there  were  no  un- 
favorable reports  on  it.  I  did  not  care  about  ratings  or  prop- 
erty, nor  did  I  look  for  unusually  good  past  performances. 

Exactly  98  per  cent  of  these  new  accounts  were  paid  for 
in  reasonably  good  time;  2  per  cent  were  written  off.  And 
that  is  a  ratio  that  I  find  holds  true  with  us. 

(System,  November,  1919,  page  665,  ff.) 

Questions 
1.  Do  you  believe  that  the  policy  now  followed  by 
this  credit  man  is  a  sound  one? 
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2.  Do  you  believe  that  a  similar  policy  would  be 
safe  for  all  types  of  concerns?    At  all  times? 

3.  How,  if  at  all,  should  you  expect  this  easy  credit 
granting  policy  to  be  supplemented  in  order  to  insure 
no  greater  losses  from  bad  debts? 

4.  What  is  your  opinion  of  this  credit  man? 

5.  Should  you  expect  him  to  handle  his  credits  in  a 
similar  manner  in' 1921? 


Problem  155 

Guaranteeing  the  Account  by  Officers  of 

THE  Buying  Concern 

"It  is  true  that  men  of  standing  hesitate  to  accept 
personal  liability  in  corporate  matters,  but  if  the  matter 
is  presented  to  them  in  the  proper  light  very  frequently 
such  guarantees  can  be  arranged.  One  very  successful 
argument  is,  'How  can  you  expect  us  to  take  the  risk, 
if  you  who  are  in  control  of  the  corporation's  affairs  are 
unwilling  to  take  the  risk? '  And  it  is  a  fact  that  if  a 
responsible  individual  has  control  of  the  destiny  of  a 
corporation  and  is  unwilling  to  loan  that  corporation 
strength,  after  assuring  the  seller  that  the  bills  will  be 
promptly  paid,  as  long  as  he  is  connected  with  it,  it  is 
no  fit  subject  for  a  credit  man  to  take  a  chance  on." 

Question 
Is  the  argument  above  presented  a  sound  one? 
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Problem  156 
Does  Easy  Mercantile  Credit  Cause  Retail  Failures  ? 

"Commercial  agencies  give  the  following  causes  for 
the  majority  of  failures: 

"Incompetence,  inexperience,  lack  of  capital,  unwise 
granting  of  credits,  speculation  outside  of  regular  busi- 
ness, bad  habits,  personal  extravagance,  fraudulent 
disposition  of  property. 

"Very  Uttle  attention,  however,  appears  to  be  given 
to  the  fundamental  causes  of  failure.  A  careful  study 
of  retailing  methods  in  this  country,  in  England  and  in 
France,  together  with  a  study  of  the  successes  and 
failures  of  individual  concerns,  leads  to  the  conclusion 
that  the  fundamental  causes  of  failure  in  the  retail 
business  in  this  country  are  due  to  dishonesty,  lack  of 
preparation,  and  expanded  credit,  with  which  may  be 
coupled  too  much  capital.  A  national  trait  in-  this 
country  is  for  people  to  do  things  about  which  they 
know  the  least.  The  farmer  who  makes  money  on  the 
farm  goes  to  the  city  or  village  and  buys  or  starts  a 
store  and  in  this  way  loses  his  money.  The  man  who 
makes  money  in  the  city  goes  to  the  country  and  buys 
a  farm,  only  to  find  it  a  permanent  source  of  loss.  In 
the  end,  too  much  capital  causes  more  failures  than  lack 
of  capital.  As  a  matter  of  fact,  the  writer  has  never 
been  able  to  find  a  single  case  where  lack  of  capital  has 
caused  a  failure  of  a  retailer.  What  has  been  called 
lack  of  capital  was  merely  an  expanded  credit. 

"If  the  history  of  those  retail  businesses  which  have 
been  in  existence  for  forty  years  or  more  be  studied,  it 
will  be  found  that  nearly  every  one  of  them  was  estab- 
lished by  men  who  lacked  capital.  They  were  so  limited 
in  regard  to  credit  and  capital  they  had  to  watch  every 
penny  to  make  it  go  just  as  far  as  was  possible." 

(Adapted  from  Printers'  I„l\  February  17,  1921,  p.  25  ff.) 

Quesiioiis 

1.  Analyze  critically  this  point  of  view. 

2.  Do  you  agree  that  "What  has  been  called  lack  of 
capital  is  merely  expanded  credit"? 
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3.  Do  you  agree  as  to  the  fundiamental  causes  of 
retail  failures? 

4.  What  constructive  suggestions  can  you  make  as 
to  methods  of  granting  retail  credit? 

5.  In  principle,  is  the  extending  of  "dealer"  credit 
sound  or  unsound? 


B.     RELATIONS  BETWEEN  CREDIT  DEPART- 
MENT AND  SALES  DEPARTMENT 

Peoblem  157 

Shall  the  Credit  Man  Antagonize  His  Salesman 

AND  Turn  Down  a  "Sure  Pay','  Customer? 

Mr.  X  is  a  storekeeper  in  a  small  country  town.  He 
is  one  of  the  wealthiest  men  of  the  community,  having 
large  outside  interests  and  lending  a  good  deal  of  money 
to  the  surrounding  farmers.  Exclusive  of  his  stock  of 
goods,  store  building,  and  the  like,  he  is  probably 
worth  at  least  $100,000.  He  has  practically  no  liabili- 
ties of  any  kind,  is  a  leader  in  the  community,  and  an 
exceptionally  high  moral  risk. 

In  1920  and  1921  the  farmers  in  this  community 
suffered  greatly  from  the  drop  in  prices  and  were 
disposed  to  purchase  nothing  but  absolute  necessities. 
When  Mr.  X  was  beginning  to  be  worried  about  his 
small  amount  of  sales,  a  clever  salesman  managed  to 
convince  him  that  the  reason  for  his  low  sales  was  that 
his  stock  of  goods  was  largely  out  of  date  and  not  kept 
in  first-class  condition.  The  salesman  explained  that 
by  laying  in  a  large  new  stock  an  appeal  could  be  made 
to  the  buyers,  who  now  might  be  unable  to  pay  cash, 
but  whose  credit  in  the  long  run  undoubtedly  would  be 
good.  Finally,  therefore,  Mr.  X  agreed  to  buy  $25,000 
worth  of  new  stock  which  will  presumably  be  sold  on 
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long  credits,  and  the  salesman  in  turn  offered  to  grant 
exceptionally  long  terms. 

Mr.  X  has  now  been  convinced  that  he  needs  this 
additional  amount  of  goods  and  that  customers  will 
want  them.  There  is  no  question  about  his  solvency, 
and  little  doubt  that  the  selling  company  will  receive 
payment  in  due  time. 

-  Questions 

1.  Did  Mr.  X  act  wisely  in  agreeing  to  these  new 
purchases  at  such  a  time? 

2.  Was  the  salesman  well  advised  in  urging  Mr.  X 
to  buy  so  extensively? 

3.  If  you  were  the  credit  manager  of  the  wholesale 
house  wishing  to  sell  to  Mr.  X,  how  would  you  pass 
on  this  order? 

4.  What  do  you  think  would  be  the  nature  of  the 
future  relations  existing  between  Mr.  X  and  the  sell- 
ing house  if  the  order  is  passed? 

(Reference:    Ststbim,  July,  1921,  p.  37,  ff.) 


Problem  158 

CooPEHATiON  Between  the  Sales  and 

Credit  Departments* 

The  credit  manager  of  a  large  manufacturing  concern 
writes  as  follows  regarding  his  handling  of  the  credit 
problem : 

I  now  have  my  salesmen  working  in  such  harmony  that 
for  a  couple  of  years  back  I  have  not  found  it  necessary  to 
keep  a  "turn-down"  record.  The  only  accounts  which  it 
is  necessary  to  turn  down  come  from  new  salesmen  who 

*The  following  points  may  well  be  borne  in  mind: — "Can  a  man  sell 
a  firm's  credit  policy  while  selling  its  goods?  "  "  No,"  says  one  execu- 
tive; another  says,  "Why  not?  Our  men  do.  Every  one  of  our  sales- 
men is  a  self-constituted  credit  man.  A  half-way  observant  salesman 
can  get  the  informsition  right  in  the  course  of  his  sales  talk.  Suppose, 
for  instance,  that  the  salesman  is  calling  for  the  first  time  on  a  retailer. 
Say  the  retailer  is  a  hardware  dealer.  The  salesman,  walking  in  and 
glancing  around  the  store,  can  see  many  things  that  are  pertment  to 
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haven't  quite  caught  the  idea.  The  salesmen  making  the 
greatest  amounts  of  money  are  the  men  who  also  have  the 
fewest  losses  among  their  accounts.  This  is  proof  enough 
that  assisting  the  credit  department  does  not  militate  against 
commissions.  The  whole  thing  is  in  getting  everybody 
around  to  the  same  viewpoint. 

I  send  the  men  on  the  road  complete  reports  concerning 
their  customers  and  the  state  of  their  accounts.  If  there  is 
a  dispute  or  trouble  threatened,  I  refer  it  to  the  salesmen  in 
the  territory  to  get  on  the  job  rather  than  write  directly  to 
the  customer — the  salesman  has,  and  I  have  not,  an  inti- 
mate personal  knowledge  of  the  situation. 

I  never  turn  down  an  order  without  finding  out  what  the 
salesman  has  to  say  about  the  debtor.  If  the  salesman's 
report  differs  from  the  reports  of  the  agencies,  or  from  the 
report  of  a  local  attorney,  I  go  over  the  matter  with  him  and 
try  to  find  out  who  is  right.  After  looking  at  all  the  facts, 
it  is  very  rare  that  the  salesman  and  I  fail  to  agree  on 
whatever  action  we  happen  to  take. 

I  do  not  ask  my  salesmen  to  be  "inquisitive."  I  would 
rather  that  they  did  not  ask  for  any  kind  of  a  statement 
from  the  customer  unless  they  are  absolutely  certain  that 
the  statement  will  be  willingly  forthcoming  and  is  made  out 
of  a  desire  to  keep  the  credit  line  in  good  condition. 

:ii  ^  :^  ^  :^  ^  ^  ^ 

In  the  case  of  a  new  account,  the  salesman  is  expected  to 
turn  in  a  report  which  includes  a  financial  statement  and 
two  or  three  references,  with  his  personal  opinion. 

(System,  July,  1917,  p.  40,  ff.) 
credit.  On  the  shelves,  for  instance,  he'll  see  somebody's  paints. 
There's  a  lead  to  be  reported  to  the  credit  man  in  the  home  office.  In 
the  show  cases  he'll  see  somebody's  cutlery  and  some  other  concern's 
tools,  and  on  the  floor  he'll  see  some  firm's  wringers  and  another  manu- 
facturer's lawn  mowers.  There  are  more  leads.  A  general  size-up 
of  the  store  will  tell  the  salesman  pretty  accurately  just  what  sort  of 
merchandiser  the  retailer  is."  "But  specifically,"  I  asked,  "just  what 
is  a  salesman  to  look  for?"  "These,"  said  Mr.  Meriam,  "are  some 
sound  suggestions :  First — Who  is  the  manager  of  the  business,  and  is 
he  a  capable  man?  Second — What  is  the  policy  of  the  concern  in  meet- 
ing local  obligations?  Third — Is  it  an  old  estaljlished  concern,  or  a 
new  enterprise?  Fourth — What  is  its  local  reputation?  Fifth — Does 
the  concern  carry  a  large  or  small  stock  of  goods,  and  is  the  stock  in  good 
condition;  or  would  it  be  subject  to  depreciation  if  placed  on  the  market 
at  a  forced  sale?  Sixth — To  what  class  of  trade  does  the  concern  cater? 
Seventh — Is  the  concern  up-to-date  in  its  methods?  Eighth — What 
condition,  such  as  crop  shortages,  strikes  and  the  like,  would  have  an 
effect  upon  the  business  of  the  concern?  Ninth — From  what  other 
manufacturers  and  wholesalers  does  the  concern  buy  goods,  and  on 
what  terms?  Tenth — Taldng  all  matters  into  consideration,  what  is 
your  opinion  of  the  concern  as  a  credit  risk?" — Adapted  from  Business, 
May,  1921,  page  20. 
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Questions 

1.  Do  you  approve  of  the  extent  to  which  "cooper- 
ation" is  carried  in  this  concern? 

2.  From  the  point  of  view  of  the  concern  itself 
would  it  be  possible,  or  at  any  rate  desirable,  to  carry 
cooperation  between  the  sales  and  credit  departments 
to  this  extent  in  all  lines  of  industry? 


Problem  159 
"Putting  It  Up  to  the  Salesman" 

A  salesman  of  the  .  .  .  Company,  on  his  monthly 
rounds,  discovers  that  the  business  operated  by  one  of 
his  former  customers  has  recently  changed  hands, 
without  the  knowledge  of  the  concern  which  he 
represents.  The  new  management  has  agreed  to 
continue  business  on  the  old  terms  granted  to  their 
predecessors  and  they  wish  to  buy  a  large  order  on 
credit. 

The  salesman  is  in  doubt  as  to  what  policy  he  should 
follow.  Accordingly,  he  telegraphs  to  his  firm  for 
instructions  and  receives  word  that  the  credit  man  is 
away  for  the  day.  His  assistant  replies,  however,  that 
if  everything  looks  all  right  he  sees  no  harm  in  taking  a 
chance  on  the  order.  By  the  time  this  reply  is  received, 
the  salesman  has  been  advised  by  two  banks  and  several 
business  men  that  they  would  not  extend  credit  to  the 
new  management,  even  to  the  extent  of  ten  dollars. 

Question 
What  course  would  you  advise  the  salesman  to 
follow  under  these  circumstances? 

(Reference:    Aspley,  What  a  Salc.t7nrnt  Should  Know  about  Credit.) 
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Problem  IGO 
The  Value  or  References  Secured  by  the  Salesman 

Brown,  a  salesman  for  the  .  .  .  Company,  was  a 
very  kind-hearted  individual  who  disliked  to  do  any- 
thing which  would  offend  his  customers,  many  of  whom 
had  come  to  be  close  personal  friends.  His  firm  had 
been  having  some  difficulties  in  collections  and  had 
decided  that  they  must  exercise  more  care  in  granting 
credits.  Accordingly,  he  had  received  instructions  to 
the  effect  that  more  than  the  usual  caution  should  be 
exercised  in  the  opening  of  new  accounts,  and  it  would 
be  necessary  to  secure  several  responsible  references 
before  credit  would  be  extended  to  a  new  customer. 

Brown,  with  his  usual  civility,  approached  a  pro- 
spective customer  apologetically,  as  follows : 

"By  the  way,  Mr.  Ben,  our  credit  man  has  been 
getting  a  little  grouchy  and  insists  that  we  send  in 
several  references  regarding  the  financial  standing  of 
new  customers  before  goods  will  be  shipped  on  credit. 
Of  course,  you  understand  that  I  am  not  concerned 
about  this  little  thing  and  don't  want  to  bother  you, 
but  to  keep  the  office  in  good  humor  I  shall  have  to 
send  in  a  few  names.  Suppose  you  let  me  have  the 
names  of  a  few  of  your  friends  who  will  put  in  a  good 
word  for  you,  if  our  credit  man  wishes." 

Questions 

1.  Did  this  salesman  follow  the  proper  policy? 

2.  Did  the  credit  office  follow  the  right  policy? 

3.  How  might  dependable  credit  information  be 
secured  without  offending  the  new  customer? 
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Problem  161 

Relation  Between  The  Credit  Risk  and  the 

Method  of  Paying  Salesmen 

How  should  you  expect  the  credit  experience  of  the 
concern  whose  salesmen  sell  on  straight  commission  to 
compare  with  that  of  the  concern  whose  salesmen 
receive  a  stated  salary?    Why? 

(Reference:     Printers'  Ink,  April  7,  1921,  page  6.) 


Problem  162 

Should  the  Credit  Department  Tolerate  "Irregular" 

Terms  of  Sale  Given  by  the  Salesman? 

Jones,  of  the  .  .  .  Company,  was  a  very  energetic 
salesman  and  proud  of  the  record  which  he  had  made 
in  the  past.  As  business  conditions  became  rather 
unsettled  toward  the  end  of  1919,  his  firm  informed 
him  that  in  the  future  no  special  concessions  of  any 
sort  would  be  made  to  customers.  Heretofore  Jones 
had  been  in  the  habit  of  giving  a  slight  extra  discount 
or  a  few  days'  extra  time  to  desirable  customers,  and 
because  of  the  large  business  which  he  secured  his 
company  had  tolerated  the  practice. 

Shortly  after  the  new  ruling  had  been  passed,  Jones 
was  asked  by  one  of  his  biggest  customers  for  the  usual 
"extra"  time,  and  was  given  to  understand  that  the 
order  would  be  placed  elsewhere  unless  this  concession 
were  made.  Jones  wished  to  make  the  sale,  but  not 
caring  to  assume  the  responsibility  of  losing  this 
particular  customer,  wired  his  house  to  find  out  if  they 
would  be  wiUing  to  make  the  concession  in  this  case. 

Questions 
1.  Was  the  earlier  policy  of  Jones'  company  a  wise 
one?    The  later  policy? 
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2.  Did  Jones  follow  the  correct  policy? 

3.  What  effect  do  you  think  his  policy  would  have — 

(a)     On  his  company? 
(6)     On  his  custonler? 

4.  How  should  you  expect  the  selling  house  to  reply 
to  his  telegram? 

( Reference :    Aspley . ) 


Problem  163 
How  Far  Should  the  Salesman  Be  Tristed? 

"The  signs  of  retrogression  are  too  well  known  to 
an  experienced  salesman  to  require  much  comment. 
The  office  observes  them  in  the  merchant's  falling 
behind,  in  failing  to  take  discounts,  in  irregular  pay- 
ments, in  paying  on  account,  or  in  checks  returned  from 
the  bank  marked  'no  funds.'  But  these  indications, 
while  evidence  of  poor  management  and  a  signal  to 
'slow  down,'  are  not  in  themselves  conclusive.  A 
customer  may  have  invested  heavily  in  bonds,  or  in 
real  estate,  and  for  the  time  being  put  himself  in  a  tight 
place  financially.  Or  he  may  be  doing  too  much  busi- 
ness for  his  capital.  In  such  cases,  it  is  not  always 
advisable  to  shut  off  a  man's  credit,  at  least  not  until 
after  you  have  looked  into  the  matter  with  some  race. 

"In  1907,  during  the  money  stringency,  it  was 
reported  by  the  credit  agencies  that  a  big  New  York 
department  store  was  in  a  tight  place.  Immediately 
those  manufacturers  who  had  been  selling  the  store 
began  to  apply  the  brakes.  The  more  cautious  refused 
point  blank  to  give  another  cent's  worth  of  credit. 
But  there  was  one  corset  manufacturer  who  refused  to 
be  stampeded  by  the  report  and  asked  the  salesman  on 
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the  territorj^  to  look  into  the  matter  before  taking 
summary  action. 

"It  so  happened  that  this  particular  salesman  was  of 
the  type  that  believed  in  representing  his  house  first, 
and  selling  goods  secondly.  Times  without  number  he 
had  shown  his  whole-hearted  interest  in  the  general 
welfare  of  the  business  by  sending  in  tips,  which  in 
several  cases  had  enabled  the  firm  to  avoid  a  loss.  So 
the  credit  department  felt  safe  in  putting  the  whole 
matter  up  to  the  salesman  and  leaving  it  for  him  to 
decide  whether  or  not  the  account  should  be  closed  out. 

"The  salesman  got  on  the  job  at  once,  and  after 
doing  some  clever  'gum  shoe'  work  learned  that  the 
store  in  question  had  plenty  of  money,  but  that  it  was 
tied  up  in  the  construction  of  some  new  buildings. 
With  this  information  in  his  pocket  the  salesman  went 
to  the  manager  of  the  store  and  said: 

"I  know  that  other  corset  manufacturers  have  shut 
down  on  you.  I  have  also  found  out  that  you've  got 
money,  but  it  is  tied  up.  We'll  sell  you  all  the  mer- 
chandise you  want  and  give  you  an  extension  of  time, 
but  you  will  have  to  pay  interest.'  " 

(Quoted  from  Aspley,  What  a  Salesman  Should  Know  Ahovi  Credit, 
pp  47-49.) 

QiLestions 

1.  Discuss  critically.  Did  the  salesman  follow  a 
correct  policy? 

2.  Would  you  approve  of  the  same  policy  under 
similar  conditions,  in  1921? 
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C.     COOPERATION  WITH  THE  CUSTOMER 

Pkoblem  1G4 
Dealer  Cooperation 

An  example  of  what  a  credit  department  can  do  in 
the  way  of  constructive  dealer  help  is  furnished  by  the 
"Business  Service  Department"  of  the  M.  &  S.  Co.  of 
Brooklyn,  N.  Y.,  which  sells  varnish  to  the  hardware 
trade  and  general  stores. 

This  companjr  has  "a  business  department"  under  the 
control  of  the  credit  manager.  The  object  of  the  depart- 
ment is  to  help  dealers  in  the  conduct  of  their  business,  by 
advice  and  counsel;  to  avoid  their  going  backward;  to 
help  them  escape  the  courts;  to  avoid  losing  their  money; 
in  short  by  suggestion  and  personal  assistance  to  help  make 
successful  merchants. 

The  aim  of  the  department  is  to  help  educate  the  dealers 
wherever  a  weakness  is  evident,  to  analyze  the  weakness 
and  serve  the  proper  nourishment.  The  dealer  who  can  be 
educated  to  give  "service"  as  an  important  object  in  his 
business  makes  a  far  better  credit  risk. 

The  credit  manager  can  best  teach  those  principles  that 
go  to  make  up  the  right  sort  of  merchant. 

The  salesmen  locate  the  customers  who  need  the  service 
of  the  department.  The  salesmen  are  provided  with  printed 
forms  which  contain  on  them  ninety-five  different  points  by 
which  a  business  could  be  affected.  The  salesman  through 
talks  with  the  customer  learns  the  weaknesses  of  his  business 
methods  and  checks  these  on  the  form  provided  and  mails 
it  to  the  house.  The  case  may  be  taken  up  either  by  mail 
or  b}'^  personal  visit  of  the  credit  manager  where  possible 
or  by  the  salesman. — Most  of  the  work  done  and  advice 
given  by  the  department  is  in  the  matter  of  accounting, 
credits,  buying  and  selling,  insurance,  taxation  and  legal 
matters. 

{Bulletin,  National  Association  of  Credit  Men,  January,  1915,  pp. 
9-10.) 

Questions 

1.  Do  you  see  any  real  gain  from  the  point  of  view 
of  the  M.  &  S.  Co.  in  carrying  cooperation  to  this  extent  ? 

2.  Would  the  answer  which  you  give  apply  to  other 
types  of  concerns? 
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3.  Just  how  much  do  you  expect  the  customers  to 
gain  through  this  pohcy?' 

4.  To  what  extent  do  you  consider  that  the  relation 
between  the  selling  house  and  the  purchaser  is  analogous 
to  the,  relation  existing  between  the  bank  and  its  com- 
mercial borrowers? 


Problem  165 

Financial  Cooperation  Between  Dealer 

And  Customer 

The  W.  Rubber  Company  does  an  annual  business  of 
more  than  $30,000,000  of  which  about  75  per  cent  is  in 
rubber  footwear  and  allied  lines,  while  the  remainder 
consists  of  rubber  tires.  In  the  footwear  part  of  their 
business  for  the  year  1920  there  were  sales  of  about 
$7,000,000  to  15,000  retail  customers.  The  balance  of 
nearly  $17,000,000  worth  of  goods  was  sold  to  about  100 
jobbers.  About  90  per  cent  of  the  tire  sales,  or  nearly 
$8,000,000,  was  made  to  4,000  retail  customers.  The 
tire  business  of  this  concern  is  relatively  very  recent, 
having  been  developed  largely  within  the  last  three  or 
four  years. 

For  nearly  twenty  years  this  company  has  been  a 
strong  believer  in  dealer,  cooperation.  In  order  to 
help  their  customers  toward  better  financing,  as  well  as 
to  protect  themselves,  they  have  gradually  developed 
a  corps  of  traveling  auditors,  who  periodically  examine 
the  finances  of  those  concerns  which  buy  from  them. 
These  auditors,  or  "traveling  credit  men,"  in  the  case 
of  jobbers  are  sent  directly  from  the  home  office.  For 
the  retail  customers,  however,  auditors  are  sent  from 
the  thirty  or  more  branch  offices  which  manage  the 
retail  trade. 
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The  dealer  cooperation  is  carried  to  such  an  extent 
through  this  method  that  the  majority  of  the  customers 
now  feel  slighted  unless  they  receive  their  periodic 
audits,  although  there  was  earlier  a  good  deal  of 
opposition.  Further,  the  company  makes  every 
attempt  to  train  its  customers  in  the  best  methods  of 
financing.  Even  though  they  may  be  in  serious  finan- 
cial difficulties,  if  they  appear  to  be  honest  and 
attempting  to  do  the  right  thing  by  their  creditors, 
every  assistance  is  extended. 

According  to  the  records  of  this  concern,  it  appears 
that  the  sales  of  footwear  during  the  past  twenty  years 
have  been  $200,000,000,  with  a  bad  debt  loss  of  only 
$10,000.  The  average  loss  from  bad  debts  in  business 
of  similar  types  is  at  least  one-half  of  1  per  cent, 
frequently  much  higher.  In  the  year  1919,  however, 
the  tire  sales  of  $6,500,000  showed  a  bad  debt  loss  of 
$31,000. 

Questions 

1.  Does  the  above  case  indicate  that  cooperation  of 
this  sort  "pays"  in  dollars  and  cents? 

2.  How  do  you  account  for  the  much  larger  bad 
debt  losses  in  the  tire  business? 

3.  Analyze  critically  the  pros  and  cons  of  the 
situation. 


Problem  166 

Educating  the  Customer  to  Buy  Light 

And  Take  Losses  Early 

"With  prices  falling,  the  people  who  sell  at  all  are 
bound  to  sell  at  a  loss  or  without  profit.  If  they  have 
not  accumulated  a  surplus  during  the  rising  market, 
they  will  naturally  be  short  of  money  and  will  dread  the 
selling  at  a  loss.    They  will  want  to  hold  their  goods 
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until  the  market  turns— they  will  be  in  the  position  of 
the  speculator  who  is  always  hoping  that  if  he  only 
holds  on  long  enough  he  will  get  out  of  the  hole  in 
which  he  finds  himself. 

"We  know  from  experience  that  although  one  may 
now  and  again  in  the  stock  market  succeed  in  winning 
out  by  delay,  the  expert  trader  takes  his  loss  early.  It 
is  easier  to  hold  a  share  of  corporate  stock  through  a 
period  than  it  is  to  hold  a  stock  of  goods;  the  average 
stock  of  goods  held  until  the  market  price  goes  up  is 
apt  to  be  worthless.  So  it  is  for  the  benefit  of  all 
hands  that  losses  be  taken  quickly;  the  best  means  to 
this  end  is  firm  collecting.  The  profits  in  a  declining 
market  are  to  be  made  by  the  quick  turning  of  stocks — 
a  turning  of  them  before  the  price  has  had  a  chance  to 
go  down.  This  quick  turning  cannot  be  made  without 
quick  collections  all  around  so  that  the  rapidity  of 
turnover  may  extend  through  every  operation  in  the 
process  of  manufacture  and  distribution. 

"The  danger  of  advocating  quick  collections  is  that 
the  quickness  may  be  overdone  and  the  collector 
become  panic-stricken  and  thus  force  a  quite  unneces- 
sary loss.  Panic  is  most  infectious  and  utterly 
destructive  of  orderly  trade.  On  the  other  hand, 
personal  contact  and  an  explanation  of  the  necessity 
for  turning  swollen  inventories  into  money  may  be 
used  further  to  strengthen  the  position  of  the  customer. 
It  can  be  shown  that  the  collections  are  being  made  in 
the  interest  of  the  buyer  as  much  as  of  the  seller  and 
that  it  is  all  a  part  of  the  necessary  readjustment  to 
the  lines  of  normal  business. 

"This  also  involves  a  responsibility  on  the  part  of 
the  seller;  it  is  not  fair  business  to  load  up  a  customer 
with  a  large  stock  of  goods  on  long  credit  on  the  asser- 
tion that  by  thus  buying  he  will  save  paying  higher 
prices  that  are  later  and  most  mysteriously  going  to 
come  about.  That  is  not  only  encouraging  speculation, 
but  is  in  a  class  with  selling  fake  mining  stocks  on  the 
pretense  that  they  will  fetch  fortunes  if  only  they  are 
held  long  enough.     It  should  be  the  duty  of  the  seller 
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to  expect  his  customer  to  make  money  on  the  selUng  of 
what  he  buys  and  not  on  speculating  in  it." 

(System,  Januiiiv,  1921.) 

Question 

Specifically,  what  are  the  financial  disadvantages  of 
"overselling"  a  customer? 
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Problem  167 
Seasonal  Datings 

Many  concerns  which  manufacture  goods  for  which 
there  is  a  seasonal  demand,  make  a  business  of  dating 
their  sales  ahead,  that  is,  they  will  endeavor  to  get 
orders  in  December,  for  example,  for  goods  which  will 
not  have  a  market  until  spring.  Having  received  the 
orders,  they  proceed  to  make  up  the  goods  and  deliver 
as  soon  as  possible.  The  accounts  rendered,  however, 
call  for  payment  at  some  future  time  when  the  sale  of 
the  goods  will  be  active.  For  example,  a  season  dating 
for  goods  thus  ordered  in  December  might  be  April  I 
or  May  1.  This  means  that  the  usual  cash  discount 
would  be  given  for  payment  within  10  days  from  the 
future  date,  or  that  the  ordinary  cash  terms  will  prevail 
from  this  date. 

Question 
1.  What  seem  to  you  to  be  the  advantages  or  dis- 
advantages arising  from  this  practice — 

(a)  In  the  case  of  the  producer? 

(b)  In  the  case  of  the  purchaser? 

(Reference:    Ettinger  and  Golieb,  72-74.) 
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Problem  168 
Pushing  Sales  by  a  Bold  Method 

"When  business  began  to  Ihnp  last  summer  (1920), 
the  .  .  .  Petticoat  Company  found  itself  much  in  the 
same  situation  as  most  other  concerns  in  the  ready-to- 
wear  -garment  trade.  It  was  anything  but  a  pleasant 
situation. 

"The  house  was  stocked  to  the  ceiling  with  piece- 
silk  goods,  most  of  which  had  been  bought  at  prices 
far  above  the  current  market.  Orders  had  practically 
stopped  coming  in.  Only  depression  talk  was  heard  as 
to  the  future.  How  the  situation  was  going  to  develop 
was  fairly  obvious.  Watching  it  develop  would  not 
•help.  Plants  were  slowing  down.  Prices  were  going 
down. 

"Then  the  ....  Petticoat  Company  took  a  position 
which  called  for  considerable  pluck.  Instead  of  slowing 
down,  as  its  neighbors  were  mostly  doing,  this  concern 
put  its  factory  on  double  time." 

(Printers'  Ink,  March  3,  1921,  page  25,  ff.) 

The  company  used  its  own  trade-mark  and  made  up 
no  goods  for  the  job  or  lot  trade.  The  main  appeal  was 
direct  to  the  retailer.  The  company  did  not  wait  for 
orders,  but  went  out  to  get  them.  They  bought  more 
silk  at  low  prices  even  before  their  old  supply  was  used 
up.  They  determined  to  cut  the  wholesale  price  when- 
ever necessary  to  get  the  business. 

Questions 

1.  Do  you  think  the  .  .  .  Company  was  well 
advised  in  following  this  increased  production  policy 
at  a  time  when  its  inventories  were  so  large  and  sales 
seemed  to  be  stopping? 

2.  What  steps  should  you  expect  the  .  .  .  Com- 
pany to  take  in  order  to  make  a  financial  success  of  this 
policy? 

3.  What  do  you  suppose  was  the  outcome  of  their 
unusual  policy? 
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4.  Are  there  gains  other  than  financial  to  be  derived 
from  such  a  poUcy? 

5.  Should  you  expect  that  a  similar  policy,  if  gener- 
ally followed,  would  lead  to  financial  success? 


Phoblem  169 
"One  Cent"  Sales 

The  Rexall  Stores  frequently  put  on  a  "one  cent" 
sale,  that  is,  two  articles  are  sold  for  the  price  of  one 
plus  one  cent. 

Questions 

1.  In  the  long  run  what  do  you  expect  to  be  the 
financial  gains,  if  any,  from  following  such  a  policy? 

2.  When  should  you  consider  it  most  advisable  for 
a  retail  establishment  to  have  such  a  sale?     Why? 

3.  Can  you  lay  down  any  principle  as  to  the  type 
of  retailer  who  might  profitably  use  this  method  ? 


Problem  170 
The  Turnover  and  "Business  Profits* 

"The  aim  of  all  business  concerns  is  to  obtain  the 
largest  possible  net  return  on  the  capital  employed. 
There  are  really  only  three  factors  which  affect  net 
return:     1.  Gross  profit.     2.  Expenses.     3.  Turnover. 

*The  following  example  is  illuminating  on  this  subject: — "Offers  to 
the  merchant  ol'  special  prices  on  large  orders  have  Ijeen  productive 
of  short-sightedness  in  buying,  and  accounts,  in  many  instances,  for 
large  stocks  ot  goods  that  fail.to  move  from  the  shelves.  Only  one  who 
has  seen  the  tremendous  overstocking  of  goods  among  the  merchants 
in  the  smaller  towns  can  understand  what  a  dead  weight  rests  on  the 
back  of  the  majority  of  retailers,  and  yet  they  almost  invariably  believe 
that  they  are  saving  money  by  buying  in  large  orders.     Only  rarely 
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"It  is  usually  recognized  that  gross  profit  added  to  the 
cost  of  merchandise  should  be  large  enough  to  cover  all 
overhead  expense  incident  to  the  business  and  should 
include  a  fair  net  profit.  It  is  also  recognized  that  the 
expenses  must  be  kept  below  gross  profit  in  order  to 
show  a  net  profit.  It  is  admitted,  however,  that  there 
are  many  retailers  who  fail  to  appreciate  the  effect  of 
turnover  on  the  net  return;  and  because  of  this  fact 
net  profits  are  often  dissipated  by  slow-moving  assets. 

"Assuming  sales  of  $120,000  per  year,  also  an  average 
investment  of  six  months'  sales  in  merchandise  and 
accounts  receivable,  and  a  net  profit  of  $6,000,  the  net 
return  on  the  investment  in  comparison  with  an  invest- 
ment of  four  and  two  months'  sales  in  these  two  assets 
works  out  as  follows: 

Investment  Investment  Investment 

6  mos.  sales  4  mos.  sales  2  mos.  sales 

Merchandise 130,000  120,000  $20,000 

Accounts  receivable. .   30,000  20,000  0 

160,000  140,000  120,000 

Turnovers 2  3  6 

Net  profits  on  sales .  .  5%  5%  5% 

Net  return 10%  15%  30% 

"It  will  be  noticed  that  by  lowering  the  investment, 
or  working  capital,  the  turnover  increases  and  the  net 

has  one  of  these  merchants  been  heard  to  admit  that  he  was  overstocked, 
and  even  then,  nothing  more  than  a  guess  could  be  made  as  to  what  lines 
were  in  excess.  This  lack  of  knowledge  of  the  existence  of  overstocking, 
makes  education  especially  useful,  and,  where  it  has  been  given,  flatter- 
ingly productive. 

"That  the  merchant  in  most  oases  loses  money  by  this  method  of 
purchasing  can  be  shown  by  an  illustration.  Suppose  a  merchant  every 
month  buys  an  article  that  costs  him  75  cents  a  dozen  and  sells  a  dozen 
every  month  at  the  price  of  $1.  At  the  end  of  the  year  this  merchant 
has  turned  this  75  cents  twelve  times,  making  25  cents  every  time,  or, 
in  other  words,  has  made  $3  on  an  investment  of  75  cents. 

"Then  a  specialty  salesman  comes  along  and  says,  'You  arc  jjaying 
too  much  money  for  those  goods.  I  can  soil  you  that  same  arlicio  at 
$0  a  gross.' 

"It  looks  like  a  saving  so  the  merchant  takes  a  gross.  During  the 
j-ear  following  this  purchase  he  sells  a  dozen  a  month  or  the  entire  gross, 
at  a  profit  of  $6.  In  other  words,  he  has  made  $6  on  a  $0  investment, 
or  100  per  cent,  while  under  the  former  method  of  buying  he  made  $3 
on  a  75  cent  investment  oi'  400  per  cent," — Administration,  .April,  1921, 
page  450. 
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return  increases  in  the  same  ratio.  Likewise  raising 
the  investment  lowers  the  turnover  and  decreases  the 
net  return." 

{Credit  Monthly,  April,  1921,  p.  46.) 

Questions 

1.  What  is  the  relation  of  "turnover"  to  expense? 

2.  Is  the  "turnover"  of  merchandise  a  more  signif- 
icant factor  in  net  return  than  "turnover"  of  receiv- 
ables?    Why? 

3.  How,  if  at  all,  can  the  "turnover"  of  receivables 
be  increased  without  changing  the  terms  of  sale? 

4.  Does  the  above  example  clearly  indicate  the 
effect  which  an  increased  "turnover"  has  on  business 
profits? 

5.  What  is  to  be  said  for  or  against  the  elimination 
of  the  investment  in  receivables — 

(a)  In  the  case  of  retail  businesses? 

(b)  In  the  case,  of  wholesale  businesses? 

(c)  In  the  case  of  manufacturing  concerns? 

6.  If  the  investment  in  receivables  were  greatly 
reduced  or  eliminated,  how  might  it  affect  the  "turn- 
over" of  inventory? 

(References:  Administration,  October,  1921,  pp.  436,  458;  Annalist, 
September  19,  1921,  p.  271;  see  also  Problem  122.) 


Problem  171 
Can  the  Dealer  Prevent  "Bargain  Sales".'' 

"What  happens  to  your  merchandise  when  the  market 
goes  down?  Your  retailers  put  on  bargain  sales  and 
take  sacrifices  which  they  want  you  to  pay  for  the  next 
time  they  buy  your  merchandise.  Why  not  find  some 
way  to  g\y%  the  retailer  twelve  turnovers  a  year 
instead  of  two?  Every  clearance  sale  in  which  your 
merchandise  is  represented  is  a  disgrace  to  your  busi- 
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ness  management,  to  say  nothing  about  being  a  direct 
liability  for  which,  some  time,  you  must  answer." 

Question 
1.  Do    you    agree    with    the   point   of   view   here 
expressed? 


Problem  172 

The  Financial  Significance  of  the  Sales  Policy — 

Selling  to  One  Large  Customer 

The  Blank  Brothers  were  skilful  mechanics  who 
developed  their  little  repair  shop  into  a  small  factory 
for  the  making  of  metal  lamps.  As  their  work  was 
conducted  on  a  very  small  scale,  it  was  not  possible 
for  them  to  reduce  their  costs  enough  to  enable  them 
to  sell  these  lamps  at  a  particularly  attractive  price. 
However,  because  of  the  excellent  quality  of  their  work, 
they  managed  to  build  up  a  very  satisfactory  little 
business,  financing  themselves  solely  out  of  earnings. 
Yet  the  brothers  realized  that  they  could  never  hope 
for  much  volume  of  business  until  they  could  reduce 
their  prices.  Since  they  were  not  skilled  in  "finance," 
they  did  not  feel  that  they  could  run  the  risk  of  reducing 
prices  until  they  were  assured  of  a  larger  patronage. 

When  the  business  had  been  developed  to  this 
extent,  the  owners  found  that  a  large  mail  order  house 
was  handling  in  large  quantities  a  lamp  similar  to  the 
one  which  they  made,  and  decided  that  it  would  be 
worth  their  while  to  try  to  supply  this  house.  Accord- 
ingly, they  calculated  their  costs  at  what  they  thought 
to  be  the  lowest  possible  figure  for  producing  the 
probable  number  of  lamps,  added  a  reasonable  margin 
for  profit,  and  made  known  their  terms  to  the  maij 
order  house, 
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The  purchasing  agent  of  this  house,  a  very  shrewd 
man,  called  in  a  metal  expert  to  advise  him  whether 
such  a  lamp  as  they  offered  him  should  cost  as  much  as 
they  had  estimated.  He  stated  that  with  the  most 
approved  method  of  producing  the  lamps  the  cost  to 
the  manufacturer  should  be  considerably  lower. 

The  purchasing  agent,  accordingly,  offered  to  buy  a 
large  number  of  these  lamps  from  the  brothers  at  a  price 
based  on  this  lower  cost  of  production.  The  quantity 
called  for  was  so  great  that  it  would  entail  the  building 
of  a  new  plant  and  the  employing  of  many  workers. 
Though  the  brothers  felt  that  their  profits  might  be 
almost  wiped  out  if  they  accepted  the  figure  offered  by 
the  mail  order  house,  yet  the  bigness  of  the  proposition 
appealed  to  them  and  they  decided  that  it  would  be  to 
their  advantage  to  make  the  venture.  In  accordance 
with  this  decision  they  contracted  to  give  all  of  their 
greatly  increased  output  to  the  mail  order  house  for  a 
fixed  period  of  time,  at  the  end  of  which  a  new  contract 
might  be  made  or  relations  might  be  severed. 

Having  launched  on  this  new  program,  the  broth- 
ers found  that  their  costs  could  be  reduced  much 
lower  than  they  had  originally  anticipated,  so  that  they 
actually  made  a  good  deal  of  money  on  the  contract. 
When  the  period  of  the  contract  expired,  the  •  mail 
order  house  refused  to  make  a  renewal  except  on  terms 
which  the  manufacturers  felt  would  be  suicidal.  The 
brothers,  therefore,  found  themselves  with  a  large  in- 
vestment in  plant  and  a  considerable  force  of  workers 
employed,  apparently  confronted  by  two  alternatives — 
either  they  might  continue  to  produce  in  volume  at 
what  they  deemed  to  be  a  sure  loss,  or  they  might  close 
down  most  of  their  plant  and  operate  on  a  smaller 
scale,  which  would  probably  not  even  yield  them 
enough  return  to  pay  a  reasonable  interest  on  their 
investment. 

Questions 

1.  Under  what  circumstances,  if  any,  \vould  you 
expect  it  to  be  to  the  advantage  of  a  producer  to  sell 
his  output  to  only  one  purchaser? 
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2.  Do  you  think  that  this  concern  followed  the 
right  policy  in  refusing  to  renew  its  contract  with  the 
mail  order  house? 

3.  If  you  were  advising  these  brothers  as  to  the 
"next  step,"  what  would  you  tell  them? 

4.  If  the  expansion  of  plant  had  been  secured  largely 
by  means  of  a  mortgage,  would  you  give  the  same 
advice  as  if  the  plant  had  been  paid  for  out  of  earnings? 
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Problem  173 
Relation  Between  a  Fixed  Sales  Price  and 
THE  Financial  Program 

There  are  many  manufacturing  concerns  which 
produce  a  well-known,  standard  article  which  was  sold 
by  the  retailer  before  the  war  at  a  fixed  price,  allowing 
a  fair  profit  both  to  producer  and  retailer.  In  the  case 
of  these  commodities  the  brand  and  the  price  became 
inseparably  connected  in  the  minds  of  the  buying 
public.  Examples  of  this  sort  are  furnished  by  the 
Ingersoll  dollar  watch,  Uneeda  Biscuits  at  5  cents  a 
package,  -Ivory  Soap  at  5  cents  a  cake,  Campbell's 
Soups  at  10  cents  a  can,  and  other  cases  too  numerous 
to  mention. 

This  selling  price,  while  not  necessarily  maintained 
by  all  distributors,  was  understood  and  expected  by 
the  buying  public.  Furthermore,  the  prices  had  been 
arrived  at  during  a  period  of  slowly  rising  prices  when 
the  increase  in  the  cost  of  production  was  probably 
largely,  if  not  ^\holly,  offset  by  the  increase  in  efficiency 
of  production. 
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When  the  cost  of  material  mounted  with  unprec- 
edented rapidity  during  the  war  period,  such  concerns 
were  confronted  by  an  extremely  difficult  financial 
problem.  If  they  should  attempt  to  raise  their  stand- 
ard prices  in  order  to  cover  their  increased  costs  they 
must  immediately  reckon,  with  the  public  opposition, 
which  would  result  from  the  advertising  policy  that 
had  been  followed  and  from  the  association  in  the 
minds  of  buyers  of  a  stated  price  with  the  brand  in 
question.  It  was  sometimes  a  problem  to  know 
whether  an  increase  in  prices  would  cut  down  sales  and 
give  a  competitor  an  opportunity  to  establish  himself. 
Further,  if  quantity  or  quality  should  be  altered,  with 
a  maintenance  of  the  old  price  scale,  there  would 
almost  certainly  be  a  loss  of  goodwill  which  it  had  taken 
years  to  build  up.  Yet,  unless  some  definite  steps  had 
been  taken,  many  of  these  concerns  would  have  become 
financially  embarrassed. 

Questions 

1.  What  suggestions  can  you  offer  as  to  the  best 
method  of  solving  the  problem  above  presented? 

2.  Will  your  answer  apply  to  all  types  of  products? 

3.  How,  if  at  all,  does  the  position  differ  of  those 
concerns  which  sell  a  product  at  a  standard  price 
and  which  have  many  competitors  in  the  field  selling  a 
similar  product  at  the  same  price  —  for  example, 
makers  of  men's  collars  retailing  at  two  for  a  quarter, 
and  makers  of  cotton  thread  seUing  ordinarily  at  5  cents 
per  spool? 

4.  As  a  general  proposition,  do  you  consider  it 
financially  desirable  to  stress  the  selling  price  in  ad- 
vertising brands  of  the  sort  above  indicated? 
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Problem  174 
Phice  Guarantees 

The  E.  Wholesale  Hardware  Company  had  a  large 
inventory  on  its  hands.  Its  customers  were  afraid 
to  buy  because  of  business  uncertainties,  yet  unless 
the  inventory  was  turned  over  the  company  could 
not  pay  its  maturing  bills. 

To  meet  the  situation  the  E.  Company  decided  to 
offer  its  goods  at  such  a  price  as  would  insure  a  very 
low  profit,  and  to  give  its  customers  a  guarantee 
against  loss  resulting  from  a  drop  in  the  price  of  goods 
within  a  specified  time,  the  period  of  guarantee  being 
that  normally  required  for  the  turnover  of  this  partic- 
ular type  of  inventory  in  the  best  managed  stores 
among  the  E.  Company's  customers. 

Questions 

1.  What  should  you  expect  the  financial  effects  of 
this  policy  to  be,  (a)  immediately,  {h)  ultimately 

{x)  On  the  selling  house? 
{y)  On  the  customers? 

2.  If  this  policy  had  been  generally  followed,  what 
effect  would  it  have  had  on  recent  business  conditions? 

3.  If  such  a  policy  were  followed  by  only  one  repre- 
sentative concern  in  a  particular  industry,  what  should 
you  expect  the  financial  outcome  to  be? 

(Reference:     System,  July,  1921,  p.   41  ff.) 


Problem  175 
Increasing  the  Tiui\<)\'ER  and  Decreasing  Cancela- 
tions BY  Reducing  Prices  Even  on  Goods 
Already  Sold 

A   Philadelphia  manufacturer   of   shirts   writes   as 
follows  regarding  the  development  of  their  business 
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and  their  relations  with  their  customers  during  the 
period  of  depression : 

Eleven  years  ago  when  our  company  decided  upon  a 
campaign  of  national  advertising,  we  made  it  a  fundamental 
policy  to  maintain  continuous,  uninterrupted  production 
based  on  average  yearly  conditions  in  this  country  rather 
than  to  fluctuate  production  to  meet  temporary  current 
demands.    The  result  has  been  a  steady,  continuous  growth. 

Twice  during  the  past  five  years  we  have  been  put  to  the 
crucial  test  of  standing  staunchly  by  that  policy,  come  what 
may,  or  of  abandoning  it  completely  and  shaping  a  new. 

The  first  test  came  during  the  war,  when  business  all  over 
the  nation  was  expanding  and  the  general  temptation  was  to 
reach  out  and  grab  for  all  that  might  be  had.  The  second 
came  at  the  outset  of  the  recent  depression  when  the  temp- 
tation was  reversed  and  the  impelling  inchnation — the  easy 
way — was  to  shut  down  the  plant,  halt  production  and  wait 
for  the  turning  of  the  tide. 

By  refusing  to  yield  to  the  common  impulse  on  the  first 
occasion,  though  it  cost  us  a  very  considerable  loss  of  more 
than  20  per  cent  in  orders  at  the  time,  we  were  largely  en- 
abled to  successfully  pass  through  the  second.  During  the 
entire  period  of  dull  business,  as  a  result,  our  cancelations 
have  not  amounted  to  more  than  10  per  cent;  our  factory 
has  been  running  at  full  time;  there  have  been  no  reductions 
in  hours  or  working  forces  other  than  those  of  a  normal 
nature,  and  the  volume  of  our  business  stood  at  within  10 
per  cent  of  our  record  normal  of  the  past  few  3^ears. 

During  the  boom  days  of  the  war  and  the  immediate  post- 
war period  we  stopped  going  after  new  business,  which  was 
available  on  all  sides  and  allotted  our  product  to  our  estab- 
lished accounts. 

We  did  not  expand,  build  new  plants,  and  disregard  our 
standard  of  quality  to  secure  increased  production.  We 
centered  our  efforts  almost  exclusively  on  improving  the 
facihties  we  already  had  and  so  were  able  to  appreciably 
increase  production  with  the  same  working  force,  and  keep 
our  labor  turnover  at  less  than  5  per  cent. 

Then,  when  the  tide  began  to  go  out  and  the  business 
skies  grew  black,  we  had  reason  to  congratulate  ourselves 
on  having  laid  down  a  principle  and  having  had  the  courage 
to  stick  to  it.  Our  organization  was  sound;  our  finances 
were  in  excellent  shape;  we  were  prepared  to  cope  with 
emergencies,  to  stand  the  racket  when.it  came. 

While  our  prospects,  when  the  slump  struck  us,  were  no 
brighter  than  those  of  others,  behind  us  we  had  a  goodwill 
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and  public  demand  Ijorii  of  10  years  of  consumer  advertising. 
In  the  spring  of  1920  oni-  salesmen  went-  out  and  booked  the 
greatest  volume  of  fall  business  in  oiu'  history.  As  a  matter 
of  fact  it  exceeded  the  allotments  we  had  given  them  by 
more  than  10  per  cent.  Then,  in  the  fall,  depression  started 
to  sweep  the  country;  cancelations  started  to  come  in; 
factories  about  us  and  in  the  same  line  were  closing  down  or 
going  on  short  time;  no  new  business  was  in  sight. 

At  the  first  indication  of  this  we  moved  to  forestall  can- 
celations of  orders  as  far  as  possible.  Realizing  that  the 
retailer's  price  on  our  product  would  be  governed  largely 
by  what  he  had  paid  us,  it  seemed  desirable,  if  our  goods  were 
to  sell  to  the  public,  that  price  reductions  be  made  not  only 
on  goods  awaiting  shipment  from  the  factory,  but  also  on 
goods  shipped  earlier  and  on  the  retailer's  shelves.  Con- 
sequently on  September  1  we  notified  our  retailers  by  mail 
to  this  effect. 

This  action,  together  with  the  fact  that  we  had  imder- 
sold  the  demands  of  our  fall  market,  had  the  desired  effect. 
Cancelations  immediately  slowed  up  and  in  total  were  only 
sufficientljr  large  to  balance  evenlj^  against  the  10  per  cent 
excess  in  orders  the  salesmen  had  turned  in  over  their  allot- 
ment. Our  volume  of  business  for  "the  fall  season  was  the 
largest  in  our  40  years'  existence,  and  our  working  force  and 
our  plant  were  practically  at  normal  in  every  respect  except- 
ing wages. 

(System,  May  1921,  p.  6.5.3,  ff.) 

Questions 

1.  Do  you  think  this  liberal  price  reduction  policy 
would  have  had  the  desired  effect  in  all  lines  of  business? 

2.  Do  you  see  any  essential  connection  between 
the  expansion  policy  followed  by  this  company  and 
the  outcome  of  their  price  policy  as  reported? 

3.  Do  you  see  any  connection  between  the  success 
of  this  policy  and  the  character  of  the  company's  cus- 
tomers or  the  nature  of  the  terms  made  with  them? 
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I'nouLEM  17C 

Effjj(  r  OF  Phice  Reductions 

Questions 

1.  Should  a  manufacturing  concern  which  makes 
goods  having  a  largely  seasonal  sale,  cut  the  price  on 
its  product  immediately  after  the  majority  of  its 
customers  have  been  supplied? 

2.  What  would  be  the  financial  effect  of  such  a  policy, 
(a)  immediately,  (b)  in  the  long  run,  on 

(x)  The  selling  concern? 
(y)  Its  customers? 


Problem  177 

Relation  Between  Price  Policy  and  General 
Financial  Policy  During  a  Period  of  Depression 

The  D.  F.  Company,  a  firm  manufacturing  ladies' 
suits,  followed  the  usual  policy  of  those  in  the  trade 
during  the  year  1919  and  the  first  part  of  1920.  They 
looked  for  continued  increase  in  prices,  and  urged 
their  customers  to  buy  at  once  in  order  to  benefit  by 
the  present  "bargains"  and  to  assure  themselves  of 
good  quality.  The  retailers  and  the  few  jobbing 
houses  to  whom  they  sold  were  still  in  a  buying  mood 
in  the  first  part  of  1920,  and  ordered  their  goods  far 
ahead.  As  a  consequence,  the  company  stocked 'up 
heavily  with  inventory  at  the  highest  prices  so  as  to 
be  in  a  position  to  deliver  goods  for  the  following  win- 
ter trade. 

While  a  large  quantity  of  their  material  was  still 
unmade  or  "in  process,"  there  began  to  be  rumors 
of  a  break  in  the  prices  of  woolen  goods.  The  "buyers' 
strike"  began  to  be  serious,  and  orders  were  being 
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canceled,  or  e\en  refused  after  shipments  had  been 
made.  Hence  the  D.  F.  Company,  though  it  had 
made  a  great  deal  of  money  during  the  war  and  had 
been  successfully  financed  in  earlier  years,  found 
itself   in   a   decidedly   embarrassing  position. 

It  had.  borrowed  to  the  limit  from  its  banks  in  order 
to  buy  materials  which  it  expected  to  sell  in  finished  form 
at  a  large  profit,  and  now  its  inventories  were  rapidly 
shrinking  in  value.  On  account  of  cancelations  "re- 
ceivables" were  changing  back  into  "merchandise." 
Further,  those  customers  who  had  ordinarily  taken 
their  cash  discounts  began  to  be  slow.  Hence  "ac- 
counts receivable"  on  the  company's  books  became 
practically  frozen  as  the  distributors  of  their  goods 
were  feeling  the  effects  of  the  "buyers'  strike."  By 
September,  1920,  their  financial  position  was  approxi- 
mately as  follows: 

Statement  of  the  D.  F.  Company 
September,   1920 

Assets 

Machinery,  equipment,  etc $100,000 

Cash • 5,000 

Accounts  receivable 200,000 

Notes  receivable 25,000 

Inventory: 

Unmade  and  in  process 300,000 

Finished  goods 300,000 

$930,000 

Liabilities 

Partners'  capital  (original  investment) $100,000 

Notes  payable  (mostly  bank  loans) 400,000 

Accounts  payable 125,000 

Sundry  payables  and  accruals 25,000 

Surplus 280,000 

$930,000 

At  this  stage  the  company  was  seriously  in  need  of 
more  money  to  pay  its  current  bills  as  well  as  to  satisfy 
some  of  its  mercantile  creditors.  Their  bank,  how- 
ever, was  so  heavily  involved  that  it  could  not  be 
induced  to  lend  further  credit.     Hence  the  owners 
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of  the  company  fclL  thai  the  nlternatives  confronting 
them  were,  (1)  a  receivership  forced  by  the  creditors, 
(2)  later  involuntary  bankruptcy,  or  (3)  raising  of 
additional  working  capital  from  some  new  source. 

The  company  finally  decided  to  do  everything  in  its 
power  to  avoid  a  receivership.  Since  all  the  personal 
resources  of  the  members  of  the  firm  were  already 
invested  in  the  business,  they  could  not  secure  any 
additional  capital  on  their  individual  credit.  As 
their  sales  had  not  yet  wholly  ceased,  they  decided 
that  their  best  course  was  to  sacrifice  their  inventory 
at  any  price  which  they  could  obtain,  before  conditions 
became  worse.  They  accordingly  made  a  consider- 
able cut  in  their  prices,  with  the  unexpected  result 
that  sales  instead  of  increasing,  decreased,  and  more 
orders  were  canceled.  Everyone  seemed  to  be  waiting 
for  prices  to  go  still  lower. 

Questions 

1.  What  other  alternatives,  if  any,  could  you  have 
suggested  to  the  management? 

2.  Do  you  see  any  method  whereby  the  company 
can  now  avoid  ultimate  bankruptcy? 

3.  Would  the  financial  condition  of  this  concern 
have  been  better  if  it  had  been  incorporated?  Why 
do  you  suppose  it  grew  to  this  size  without  being 
incorporated? 

4.  What  specific  lessons  does  the  above  problem 
teach  regarding, 

(a)  The  proper  price  policy  at  various  times? 

(b)  The  SQund  principles  of  finance? 
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Problem  178 

The  Relation  Between  Cost  of  Production 

AND  Market  Price 

A  small  factory  making  a  well-known  product  was 
started  in  one  of  the  Southern  cities  some  years  ago. 
The  owners  were  skilful  workmen  who  themselves 
performed  the  more  important  operations  in  connec- 
tion with -the  manufacture  of  their  product.  They 
had  no  very  definite  idea  of  costs,  but  thought  that 
they  could  readily  undersell  a  larger  concern  making 
the  same  lines  of  goods  in  the  same  place.  Accordingly, 
they  began  on  a  small  scale  by  sending  out  one  sales- 
man who  offered  to  deliver  the  article  at  a  price  from 
20  per  cent  to  30  per  cent  under  the  market  price  then 
prevailing. 

The  larger  company  making  the  same  line  of  goods 
heard  of  the  lower  prices  offered  by  the  salesman  of 
this  concern,  and  in  order  to  hold  its  customers,  re- 
duced its  price,  though  the  reduction  would  almost 
wipe  out  all  profits. 

Soon  this  cut  was  reported  to  another  concern  in 
an  adjoining  city,  and  the  second  concern  likewise 
cut  its  prices  to  meet  the  competition.  Thus  the 
movement  continued,  the  prices  for  this  particular 
product  being  generally  cut,  and  no  one  seeming 
to  know  where  the  cut  started. 

In  about  a  year  the  little  factory  which  originally 
made  the  low  price  failed.  In  the  bankruptcy  pro- 
ceedings following,  it  was  found  that  slightly  more 
than  $20,000  worth  of  goods  had  been  sold  by  this 
concern,  while  the  "competing"  and  larger  concerns 
had  sold  more  than  $1,000,000  worth  of  goods  at  the 
reduced  price. 

Questions 

1.  What  particular  significance  can  be  attached  to 
this  incident? 

2.  What  seem  to  you  to  be  the  best  means  of  pre- 
venting the  development  of  a  situation  like  this? 
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F.    DISCOUNTS 

PliOBUDM    170 

Quantity  Discounts 

One  of  the  advantages  which  large  retailers  have 
had  in  the  past  over  small  retailers  has  come  from  the 
quantity  discounts  which  have  been  extended  by  some 
sellers.  Recently,  with  the  increased  cost  of  doing 
business,  there  has  been  a  tendency  toward  the  forma- 
tion of  associations  of  small  retailers  for  cooperation 
in  buying.  For  example,  the  retail  druggists  in  Toronto 
have  worked  out  a  scheme  in  accordance  with  which 
each  druggist  is  assigned  the  task  of  buying  enough  of 
certain  goods  to  supply  all  the  druggists  participating 
in  the  plan.  He  then  turns  over  the  goods  to  the 
others  at  the  cost  price.  Each  druggist,  in  reality, 
becomes  a  jobber  along  certain  limited  lines. 

Commenting  on  this  tendency,  a  business  man 
recently  wrote  as  follows: 

Nevertheless  the  cooperative  buying  agitation  is  some- 
thing that  has  to  ,be  met  in  a  constructive  way.  It  can't  be 
soft-pedaled  out  of  existence.  The  main  thing,  it  seems  to 
us,  is  to  eliminate  the  dealers'  fear  of  the  big  chains  through 
showing  them  that  the  independent  retailer  who  will  adhere 
to  certain  primary  laws  of  good  storekeeping,  merchandising 
and  advertising  can  always  have  a  prominent  place  regard- 
less of  what  the  chain  may  do.  Time  was  when  the  retailer 
thought  the  retail  mail-order  house  was  going  to  push  him 
out  of  business.  He  loudly  called  to  the  jobber  and  manu- 
facturer for  prices  that  would  enable  him  to  compete  with 
the  catalogue  houses.  He  has  learned  now  that  mail-order 
business  can  be  kept  in  its  place.  The  chain  store  is  a 
harder  nut  to  crack.  But  it  is  up  to  the  manufacturer  to 
show  the  retailer  that  buying  in  quantity  prices  will  by  no 
means  solve  the  question  so  far  as  the  retailer  is  concerned. 

And  what  is  still  more  important,  is  that  manufacturers 
should  determine,  once  and  for  all,  the  justice  or  injustice, 
as  the  case  may  be,  of  the  quantity  discount  .system.  As 
long  as  the  quantity  purchased  determines  the  discount  that 
is  to  be  given,  the  chains  are  always  going  to  have  a  certain 
buying  advantage  over  the  independents.  This  will  in- 
evitably cause  retailers  to  band  themselves  together  for  the 
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purpose  of  getting  discounts  (hat  are  equally  as  large  as  those 
given  the  chains." 

(Pnnters'  Ink,  Feb.  24,  1921,  p.  52.) 

Questions 

1.  Is  the  practice  of  granting  quantity  discounts 
financially  desirable  from  the  point  of  view  of  the  sell- 
ing house? 

2.  Should  the  seller  who  grants  quantity  discounts, 
approve  of  cooperative  purchasing? 

3.  How  may  "quantity"  buying  affect  financially — 

(a)  TheseUer? 
(fe)  The  buyer? 
(c)  The  ultimate  consumer? 


Problem  180 
Relation  of  Tbade  Discounts  to  Quantity  Discounts 

"The  Dennison  Manufacturing  Company  is  a  well- 
established  business  with  its  headquarters  and  plant 
located  in  New  England.  Branch  sales  offices  are 
maintained  in  about  thirty  of  the  large  cities  of  this 
country,  Canada,  South  America,  England  and  Den- 
mark. In  addition  retail  stores  are  maintained  in 
four  of  the  larger  cities  of  the  United  States.  These 
retail  stores  are  established  primarily  for  promotional 
purposes  and  do  not  compete  to  any  substantial  degree 
with  the  retailers  carrying  the  company's  products. 

"The  company  manufactures  a  varied  list  of  paper 
products,  such  as  shipping  tags,  marking  tags,  gummed 
labels,  crepe  paper  products,  jewellers'  cases,  boxes, 
and  findings.  Although  the  company  sells  a  large 
quantity  of  special  goods  direct  to  consumers,  this 
problem  is  concerned  with  their  regular  stock  goods. 
In  these  regular  stock  goods  there  are  approximately 
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8,000  items.  Most  of  these  items  are  used  by  the 
ultimate  consumer  in  small  quantities,  and  the  unit 
value  is  small.  Consequently  they  are  distributed 
largely  through  retailers. 

"These  stock  lines  are  catalogued  and  priced  by  the 
unit  and  in  many  cases  also  by  the  carton,  containing 
six,  ten,  twelve,  or  more  units.  The  retail  price  given 
in  the  company's  catalogue  is  quite  generally  observed 
by  the  retail  trade,  except  in  the  Far  West,  where  high 
freight  rates  make  it  necessary  to  charge  a  higher 
retail  price.  The  intention  of  the  company ,  is  that 
the  consumer  who  buys  from  the  retail  merchant 
shall  pay  the  price  which  is  stated  in  the  catalogue. 
When  the  goods  are  boxed  in  cartons  containing  more 
than  one  unit,  the  price  stated  for  the  carton  is  called 
the  list  price,  and  the  consumer  purchasing  a  whole 
carton  would  be  given  this  list  price  by  the  dealer. 
When  goods  are  sold  in  less  than  carton  lots,  the  unit 
price  is  slightly  higher  than  the  price  per  unit  in  carton 
lots.  From  the  retail  price  or  from  the  carton  or  list 
price,  when  that  exists,  the  discounts  to  the  trade  are 
figured. 

"The  wholesale  stationer  who  can  handle  practically 
everything  that  the  company  makes,  receives  a  dis- 
count of  40  per  cent  from  the  list  price,  provided  he 
sells  not  less  than  $200  worth  of  merchandise  in  a 
calendar  year.  Under  certain  conditions  he  may  also 
receive  in  addition  certain  quantity  discounts.  The 
minimum  of  $200  is  a  nominal  amount  and  is  established 
merely  as  a  guarantee  of  good  faith  on  the  part  of  the 
wholesaler. 

"A  large  portion  of  the  company's  sales  of  stock 
goods  are  made  direct  to  retailers  through  the  com- 
pany's traveling  salesmen.  A  substantial  number 
of  these  retailers  also  carry  on  a  wholesale  business, 
wholesaling  to  smaller  retailers. 

"A  retailer  who  sells  $500  worth  or  more  of  the  com- 
pany's products  a  year  receives  a  discount  of  40  per 
cent  the  same  as  the  wholesaler.  To  those  retailers 
selling  less  than  $500  a  year,  a  discount  of  30  per  cent 
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from  the  list  price  is  given.  Under  certain  circum- 
stances, the  retailer,  just  as  the  wholesaler,  may  receive 
quantity  discounts,  regardless  of  the  annual  purchases. 
Two-thirds  of  the  sales  of  stock  goods  are  made  to 
retailers  who  receive  the  40  per  cent  discount.  Out  of 
10,000  dealers  who  carry  the  Dennison  goods,  some- 
thing over  2,000  are  in  the  40  .per  cent  class,  and  their 
purchases  average  about  $1,500  a  year. 

"The  company's  salesmen  call  on  dealers  in  towns 
of  25,000  population  and  up.  Small  purchases  by 
dealers  in  thes6  towns,  however,  are  usually  miade  from 
wholesalers  because  of  the  saving  in  freight.  All  the 
goods  are  shipped  from  the  company's  factory  and 
the  buyer  pays  the  freight. 

"Numerous  objections  have  been  raised  to  this  dis- 
count plan.  In  the  first  place,  it  has  been  suggested 
that  there  is  an  element  of  unfairness  in  having  the 
amount  of  the  dealer's  profit  depend  on  the  quantity 
of  goods  which  he  sells  for  the  company.  Neverthe- 
less, the  requirement  of  $200  a  year  for  the  wholesaler 
and  $500  for  the  retailer  is  well  within  the  reach  of 
those  of  the  trade  who  take  sufficient  interest  to  give 
the  line  adequate  display  and  promotive  attention. 

"Again,  while  it  is  the  company's  intention  im- 
mediately to  advance  the  discount  when  a  wholesaler 
or  retailer  reaches  the  minimum  requirement,  it  is' 
often  difficult  with  10,000  accounts  to  put  the  increased 
discount  into  effect  as  soon  as  the  merchant  is  entitled 
to  it.  If  the  company  fails  to  make  this  change  at 
once,  its  oversight  is  resented  by  the  merchant. 

"There  are  also  frequent  occasions  when  a  merchant 
reaches  $500  in  sales  one  year  only  to  fall  below  that 
amount  the  next  year,  thereby  reducing  his  discount 
in  the  third  year.  After  a  dealer  is  once  placed  in 
the  $500  class,  he  remains  there  until  for  one  calendar 
year  he  has  fallen  below  that  limit.  Reductions  in 
the  discount,  however,  are  fairly  frequent  owing  to 
the  fluctuations  in  a  merchant's  business  and  also 
because  a  merchant  may  go  over  the  minimum  in 
one  year,  due  to  an  unusually  large  order  for  Dennison 
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goods  that  he  may  have  received  from  one  of  his  cus- 
tomers, as,  for  example,  from  some  government  agency 
or  from  a  railroad  company. 

"One  object  of  the  high  discount  is  to  reward  the 
merchant  who  takes  an  interest  in  this  line,  and  it  is 
naturally  desirable  from  one  standpoint  to  hold  forth 
the  inducement  of  the  high  discount  as  an  incentive 
to  the  merchant  who  has  not  yet  attained  it.  It  has 
been  found,  however,  that  this  stimulus  is  rather 
dangerous  as  it  may  encourage  a  merchant  just  under 
the  line  to  pad  his  orders  near  the  end  of  the  year  in 
order  to  go  over  the  $500  mark.  Having  padded  his 
orders  in  one  year  he  inevitably  runs  the  risk  of  re- 
quiring less  goods  the  next  year  and  thus  may  fall 
below  the  minimum  amount. 

"Friction  is  also  encountered  with  the  merchant  who 
may  have  failed  to  reach  the  minimum  by  only  a  few 
dollars  and  who  claims  that  an  injustice  is  being  done 
to  him  when  he  was  so  near  the  mark.  This  difficulty 
has  been  particularly  pronounced  during  the  period 
of  unusually  heavy  demand  and  the  shortage  of  many 
items.  Under  these  conditions  the  company  has 
frequently  been  unable  to  ship  to  a  merchant  all  the 
goods  he  ordered.  Consequently  the  merchant  has 
claimed  that  if  the  company  had  made  shipments  to 
him  in  accordance  with  his  orders,  he  would  have 
been  well  over  the  $500  line. 

"The  company  is  embarrassed  also  when  it  comes  to 
opening  an  account  with  a  new  customer.  He  may 
be  in  prospect  a  promising  40  per  cent  account;  per- 
haps he  already  has  a  large  established  business;  or 
he  may  just  be  starting  a  business  of  his  own  on  an 
unusually  large  scale  because  of  experience  that  he 
has  had  in  some  large  store. 

"Such  a  merchant  believes  that  he  is  entitled  to  the 
40  per  cent  discount  because  of  the  future  possibilities 
of  his  business.  In  many  of  these  cases  the  company 
would  prefer  to  give  the  men  as  great  an  inducement 
as  possible  to  put  in  a  full  line  of  goods  if  it  could  be 
done  without  breaking  down  the  established  custom. 
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"In  the  last  few  years  there  has  been  a  rapid  advance 
in  prices  and  $500  worth  of  merchandise  represents 
much  less  in  bulk  than  it  did  in  1914.  Consequently, 
by  virtue  of  these  high  prices,  many  dealers  are  coming 
into  the  40  per  cent  class.  If  prices  and  the  volume 
of  sales  go  back  to  a  more  normal  level,  some  of  these 
merchants  will  again  drop  into  the  lower  class. 

"The  company  is  also  troubled  from  time  to  time 
with  the  pooling  of  orders  whereby  two  or  more  small 
dealers  entitled  only  to  30  per  cent  discount  combine 
in  ordering  their  goods  in  order  to  get  over  the  $500 
mark.  The  company  cannot  stop  this  abuse  provided 
the  combination  of  dealers  has  the  goods  shipped  and 
billed  to  one  address.  The  company  does  decline  to 
grant  the  discount  if  such  dealers  ask  to  have  the  goods 
shipped  or  billed  to  more  than  one  place. 

"One  of  the  suggestions  that  has  been  made  for  the 
solution  of  this  problem  is  to  give  the  entire  trade,  both 
wholesalers  and  retailers,  the  discount  of  40  per  cent. 
This  would  be  objected  to  by  the  wholesaler  as  cutting 
off  his  trade  with  the  smaller  retailers.  The  whole- 
saler now  sells  to  the  smaller  stores  in  urban  districts 
and  especially  to  the  stores  in  the  rural  districts  and 
small  towns. 

"Another  suggestion  has  been  to  eliminate  the  min- 
imum sales  requirement,  to  give  to  retailers  40  per  cent 
off  and  an  extra  10  per  cent  discount  to  wholesalers. 
One  of  the  drawbacks  to  this  plan  is,  that  numerous 
retailers  are  also  wholesalers.  They  would  imme- 
diately claim  the  extra  discount,  and  it  would  not 
be  long  before  other  large  retailers  would  be  demand- 
ing the  same  discount  as  their  competitors.  The 
company  also  fears  that  the  introduction  of  the  extra 
10  per  cent  discount  to  wholesalers  who  are  also  re- 
tailers would  result  in  price  cutting." 

(Quoted  from  Copeland,  Marketing  Problems,  336-340.) 

Questions 

1.  What  are  the  chief  purposes  of  the  "trade 
discount"? 
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2.  What  is  the  relation  of  the  "trade"  discount  to 
the  "quantity"  discount? 

-3.  What  is  your  opinion  of  the  Dennison  Com- 
pany's policy? 

4.  What  steps  would  you  advise  them  to  take? 


Problem  181 
The  Cash  Discount — Theory  vs.  Practice 

"I  cannot  conceive  of  any  argument  that  would 
defend  the  practice  of  taking  (or  stealing)  extra  time 
on  a  cash  discount  or  a  net  maturity.  Since  the  dis- 
count offered  is  much  more  than  the  use  of  the  money 
is  worth,  the  basic  principle  is  offering  a  reward  for 
keeping  a  contract,  and  appealing  to  the  instinct  of 
cupidity,  instead  of  to  the  higher  ideals  of  justice  and 
right. 

"The  offer  of  a  fair  rate  of  interest  for  anticipated 
payment  is  the  only  cash  discount  that  is  correct  in 
principle  and  a  large  discount  is  only  defensible  on 
the  ground  of  expediency. 

"Then  the  question  is  raised,  'Will  not  a  cash  dis- 
count enable  us  to  approach  nearer  to  the  goal  of 
prompt  receipt  of  the  net  amount?'  Emphatically  it 
will  not.  A  discount  for  cash  in  ten  days  is  impossible 
of  strict  enforcement,  for  in  but  few  cases  can  a  ship- 
ment be  received  and  the  account  put  through  the 
various  necessary  channels  and  the  remittance  made 
to  reach  the  shipper  in  ten  days.  When  almost  daily 
shipments  are  made,  what  firms  will  discount  each 
separately?  They  'bunch'  the  invoices,  'average' 
the  dates  and  the  average  is  usually  later  than  the  list 


366         PROBLEMS  IN  BUSINESS  FINANCE 

invoice.  With  so  few  exceptions  as  to  make  it  dis- 
tinctly the  rule,  the  best  and  largest  firms  construe 
ten  days'  cash  discount  to  be  payment  by  the  tenth 
of  each  month  for  the  previous  month's  shipments. 

"What  I  would  advocate  as  a  basis  for  general  agree- 
ment is,  'Net  cash  30  days/  for  a  month  is  a  unit 
of  time  in  business." 

Questions 

1.  What  appear  to  you  to  be  the  real  advantages, 
if  any,  of  the  cash  discount? 

2.  Do  you  approve  of  the  opinion  above  expressed? 

(For  specific  information  on  "terms  of  sale"  consult  Ettinger  and 
Golieb,  66-76,  also  articles  in  Federal  Reserve  Bulletin.) 


Problem  182 
The  Cash  Discount  "Piracy" 

"We  would  protest  that  there  is  no  more  justifica- 
tion for  a  merchant  to  take  advantage  of  2  per  cent 
discount,  after  discount  terms  have  been  past,  than 
there  would  be  for  the  seller  to  exact  an  additional  2 
per  cent  on  selling  price  when  payment  is  made." 

Questions 
Do  you  agree?     Why  or  why  not? 
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Problem  183 

Letters  on  the  Cash  Discount 

Criticize  the  following  letters  regarding  the  "Cash 
Discount  Piracy" : 

A.  We  regret,  however,  that  you  are  offended  by  our  in- 
sistence in  this  matter  of  discount,  but  hope  that  upon  further 
consideration  it  may  appear  to  you  in  a  different  light. 

The  effort  of  any  house  to  maintain  its  terms  deserves 
commendation,  not  censure;  in  equity  to  all  who  purchase 
under  them,  it  would  not  be  fair  to  grant  one  account 
special  terms  not  enjoyed  by  all.  In  other  words,  were  the 
circumstances  reversed  you  would  not  want  to  have  1% 
or  2%  discount  more  to  pay  than  another  one  of  our  custom- 
ers under  conditions  which  are  identical. 

We  have  always  endeavored  to  make  no  exceptions, 
play  no  favorites.  Is  it  not  well  to  be  assured  that  you  are 
getting  the  same  value  and  service  that  every  merchant  on 
our  books  enjoys? 

Could  you  afford  to  be  satisfied  with  less?  Join  hands 
with  us  for  a  square  deal  for  all,  3,11  the  time. 

Won't  you  forget  our  little  misunderstanding? 

B.  We  are  returning  your  check  amounting  to  $ , 

We  dislike,  each  time  your  remittance  is  received,  to 

find  it  necessary  to  complain  about  your  method  of  dis- 
counting, which  you  can  see  is  utterly  contrary  to  our  terms. 
We  have  explained  this  to  you  several  times  and  are  sur- 
prised that  you  do  not  cheerfully  meet  our  requests,  as  it 
surely  is  apparent  to  you  that  you  are  not  justified  in  the 
discount  deductions  you  make. 

Won't  you  kindly  favor  us  with  your  better  attention 
to  this  matter  and  let  us  have  your  check  for  the  correct 
amount? 

C.  We  regret  that  we  cannot  allow  the  discoiint  you 
deduct,  however,  and  are  accordingly  returning  your  re- 
mittance, preferring  to  receive  it  a  week  hence  for  the  full 
amount  of  your  account. 

When  you  purchased  this  bill  of  us  you  had  the  privilege 
of  two  terms  of  payment,  i.  e.  you  could  pay  within  ten  days 
and  deduct  2%  cash  discount  as  a  reward  for  prompt  pay- 
ment, or  you  could  remit  the  face  of  the  account  at  the  end 
of  the  net  thirty-day  terms. 

Your  remittance,  just  received,  does  not  contemplate  a 
choice  of  these  two  terms,  but  includes  both — you  remit  in 
twenty-two  days  and  take  advantage  of  the  ten-day  dis- 
count terms. 


368         PROBLEMS  IN  BUSINESS  FINANCE 

We  should  like  to  please  you  in  this  matter  but  feel  that 
we  cannot  consistently  do  so  when  we  take  into  consideration 
our  own  requirements  and  the  necessity  of  being  scrupulously 
careful  to  treat  all  our  friends  and  customers  alike,  which  we 
would  not  be  doing  were  we  to  create  a  preference  in  the 
present  instance. 

(All  quoted  from  Lawrence,  Cash  Discount  Piracy.) 


G.  COLLECTIONS 

Problem  184 

Charging  Interest  on  Past  Due  Accounts 

A.  "When  we  come  to  analyze  our  books  we  find 
our  customers  divided  into  six  classes,  and  that  terms 
which  are  rigidly  enforced  on  us  for  payments,  mean 
little  or  nothing  to  a  very  large  percentage  of  our  trade. 
This  is  owing  to  our  country  being  largely  agricultural, 
affording  but  one  general  pay  day,  so  to  speak,  making 
large  lines  of  credit  and  long  time  a  necessity  of  liberal 
trade  in  this  section.  This  condition,  however,  but 
adds  strength  to  our  argument.  Of  the  above-named 
classes  we  give  the  discounter  first  place,  and  this  class 
is  growing,  owing  to  our  fine  local  conditions.  Next 
we  name  the  man  who  pays  when  due  on  regular 
terms,  much  prized,  but  in  our  business  so  small  in 
number  as  to  be  scarcely  recognizable  in  comparison 
with  the  whole.  Thirdly,  the  customer  who  settles 
by  note,  representing  a  most  respectable  number  and 
volume,  and  among  our  most  valued  trade.  The 
next,  and  possibly  the  class  representing  our  greatest 
volume  in  dollars,  are  those  who  pay  on  accounts  as 
they  can  and  make  one  or  two  note  settlements  a  year. 
Among  these  are  many  of  that  peculiar  temperament 
who  will  pay  interest  on  a  note,  but  object  to  the 
charge  on  open  account,  and  we  strike  our  first  snag. 
The  fifth  class,  numerically  larger  than  all  the  others 
combined,  is  composed  of  those  who  make  payments 
from  time  to  time,  require  carrying  generally,  want 
all  there  is  coming  to  them  and  then  some,  give  you 
only  a  portion  of  their  trade,  object  to  note  settlement, 
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and  won't  pay  interest  if  they  can  avoid  it.     And  lastly, 
but  not  soon  forgotten,  those  who  won't  pay  at  all. 

"Returning  to  the  main  issue  between  our  customer 
and  ourselves,  what  is  the  argument?  Briefly  this: 
The  charge  of  interest  is  made  to  reimburse  us  in  part 
for  an  outlay  solely  in  his  behalf,  which  in  all  justice 
can  only  be  covered  by  a  direct  charge  on  his  account, 
at  a  rate  usually  less  than  he  could  obtain  it  from 
his  own  banker,  and  without  one  penny's  worth  of 
security.  Justice  is  so  manifest  in  this  brief  argument, 
that  further  discussion  should  not  be  necessary,  but 
we  have  often  been  met  with  the  reply  from  customers, 
that  they  cannot  or  do  not  charge  interest,  hence  we 
should  not  charge  them." 

B.  "It  has  been  my  experience  that  to  charge 
interest  every  month  often  has  the  effect  of  stirring 
the  customer  to  an  effort  to  collect  his  accounts,  that 
he  may  pay  his  bills  when  due  and  thus  save  interest, 
and  it  often  happens  that  he  will  pay  us  and  make 
the  one  who  does  not  charge  interest  wait  for  his 
money.  One  might  charge  a  slow  pay  customer  more 
for  his  goods  than  he  does  the  one  who  is  prompt, 
but  that  would  be  a  discrimination  not  justifiable 
and  in  the  end  would  prove  unsatisfactory.  It  some- 
times happens  that  the  slow  customer,  by  industry, 
economy  and  close  attention  to  business,  succeeds 
in  accumulating  capital  sufficient  to  pay  promptly 
or  to  discount,  and  when  that  time  comes  the  jobber  who 
has  held  him  up  and  robbed  him  will  lose  the  business. 

"A  jobber  cannot  in  justice  to  himself  or  his  cus- 
tomer fail  to  charge  interest  from  maturity  of  bills.  If 
one  will  figure  interest  at  6  per  cent  on  an  account  from 
maturity  he  will  be  astonished  to  learn  how  short  a 
time  it  takes  to  eat  up  the  entire  net  profit.  It  is  an 
unfair  proposition  to  furnish  one  man  $500  or  $1,000 
or  more  as  capital  in  his  business  to  compete  with 
equally  good  customers  who  pay  promptly,  unless  the 
current  rate  of  interest  is  charged  and  even  then  there 
is  an  element  of  unfairness  in  it. 
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"I  maintain  that  not  to  charge  interest  is  discrim- 
inatory as  between  customers  and  unfair  to  those 
who  pay  promptly.  It  places  a  premium  upon  slow- 
ness. The  customer  on  one  side  of  the  street  who 
pays  his  bills  promptly  undoubtedly  is  at  times  com- 
pelled to  go  to  his  banker  and  borrow  money  to  enable 
him  to  be  prompt.  The  customer  on  the  other  side 
of  the  street  who  compels  the  jobber  to  carry  his  ac- 
count instead  of  going  to  bank  and  borrowing  the 
money,  is  buying  his  goods  cheaper  than  the  prompt- 
pay  customer  just  to  the  extent  of  the  interest  he 
would  have  to  pay,  if  the  jobber  does  not  charge  it, 
and  the  prompt-pay  customer  is  at  a  disadvantage." 

Questions 

1.  Examine  critically  the  above  reasoning. 

2.  Should  interest  be  charged  on  past  due  a,ccounts? 
How  should  you  answer  this  question — 

(a)  In  the  case  of  a  new  customer? 
(6)  In  the  case  of  an  old  customer? 

(c)  In  the  case  of  a  new  selling  concern? 

(d)  In  the  case  of  an  old  selling  concern? 

3.  Would  your  answers  to  this  question  be  the 
same  for  1917  as  for  the  present  period? 


Problem  185 
Collections  and  the  Business  Cycle 

A.  "During  a  time  of  falling  prices,  the  best 
reasons  in  the  world  may  be  put  forth  by  debtors  for 
not  paying  their  bills  and  these  reasons  are  so  nearly 
like  those  which  in  normal  times  are  good  reasons  that 
one  has  to  give  not  a  little  thought  to  the  distinguishing 
of  the  good  from  the  bad. 

"For  instance,  under  ordinary  circumstances  it 
is  not  good  business  to  push  a  man  for  money  if  he  has 
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not  been  able  to  sell  what  you  have  sold  to  him.  We 
have  to  consider  credits  and  collections  in  their  larger 
sense  and  recognize  that  the  creditor  is  interested  in 
preserving  a  customer  and  a  business  unit  as  well  as 
in  getting  his  money.  Hence  pressing  a  solvent  and 
merely  unfortunate  man  is  not  good  business. 

"Today  it  is  not  good  business  to  delay  the  payment 
of  your  own  bills  or  to  allow  debtors  to  delay  in  paying 
you  on  the  plea  that  the  goods  bought  are  still  unsold 
on  the  shelves." 

B.  "The  debtor  who  fails  to  respond  to  admonition 
for  an  overdue  account  and  appears  to  be  slipping, 
should  not  be  held  up  too  hastily.  The  facts  on  which 
the  account  was  opened  should  be  reviewed.  The 
debtor  should  be  treated  as  one  who  but  needs  a  little 
help  to  mend  his  ideas  and  methods  and  produce  the 
desired  results." 

Question 

Can  you  reconcile  the  points  of  view  here  presented? 


Problem  186 
The  Cost  op  Small  Collections 
Qitestions 

1.  Assuming  that  the  average  cost  of  writing  col- 
lection letters  is  30  cents  to  50  cents  do  you  think  that 
a  business  house  should  be  persistent  in  its  attempts  to 
collect  very  small  overdue  accounts? 

2.  Do  you  see  any  method  of  eliminating  the  ex- 
pense in  connection  with  these  small  accounts? 
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Phoblem  187 
Tkade  Acceptance  vs.  Collection  Letters 

"One  way  to  cut  unnecessary  expense — a  way  most 
business  men  might  not  think  of — is  to  avoid  writing 
collection  letters.  It  takes  some  preliminary  measures 
to  get  the  plan  under  way ;  but  once  it  starts,  it  brings 
in  the  money  promptly  and  cuts  the  cost  of  getting 
it.  Why  not  recognize  that  on  the  part  of  many  cus- 
tomers who  do  not  take  the  10-day  discount,  there  is 
not  the  slightest  expectation  of  being  able  to  pay  in 
30  days,  and  on  the  part  of  others  who  can,  no  inten- 
tion of  doing  so?  That,  of  course,  is  after  allowing 
for  those  who  make  a  practice  of  observing  net  terms. 
And,  having  gone  that  far,  why  not  endeavor  to  place 
these  customers  on  terms  which  they  can  and  will 
observe  and  reserve  regular  open-account  terms  for 
those  who  are  able  and  disposed  to  fulfil  them? 
There  is  one  best  way  to  shortcut  collection  expense. 
That  the  trade  acceptance  can  be  used  to  make  col- 
lection letters  unnecessary  admits  of  no  argument. 
Getting  a  customer  on  trade  acceptance  saves  all  the 
collection  letters  j^ou  would  otherwise  send.  There 
is  not,  after  all,  anything  really  formidable  about  the 
trade  acceptance.  It  is  more  than  anything  else, 
perhaps,  a  post-dated  check,  at  least  where  it  is  not 
discounted.  In  fact,  some  of  our  acceptance  cus- 
tomers charge  acceptances  against  their  bank  accounts 
when  they  are  accepted  and  then  promptly  forget 
about  them." 

Question 

In  the  light  of  your  knowledge  of  trade  acceptance 
use  and  practice,  to  what  extent  do  you  consider  the 
above  claims  justified? 
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pudblem  j  88 

Collecting  tiik  Bills  or  Accepting  the 
Returned  Goods 

A  successful  and  very  highly  esteemed  millinery 
merchant,  Mr.  A.,  states  that  in  the  first  ten  years  of 
his  experience  it  annoyed  him  greatly  when  the  ladies 
attempted  to  return  hats  which  they  had  purchased 
from  him  and  had  worn  one  or  more  times.  It  was 
his  earlier  custom  to  endeavor  to  collect  from  his 
customers  and  make  them  keep  the  goods. 

In  the  second  ten  years  of  his  experience,  A.  decided 
that  it  was  not  worth  his  while  to  argue  with  his  clients 
about  the  matter,  and  usually  accepted  the  returned 
goods,  himself  bearing  with  rather  bad  grace  the 
losses  which  resulted  from  this  policy.  During  the 
last  decade,  however,  he  has  followed  a  much  more 
liberal  policy.  When  hats  are  returned,  he  receives 
them  with  apparent  satisfaction,  stating  that  he  is 
glad  the  customer  brought  the  goods  back  if  in  any 
way  they  failed  to  give  satisfaction.  In  fact,  he  has 
carried  his  liberality  so  far  that  even  when  he  has  made 
up  hats  to  special  order,  which  he  knows  have  been 
worn  by  the  purchaser  for  a  special  occasion,  but  which 
are  returned  on  some  pretense  or  other,  he  replies 
somewhat  as  follows : 

"Madam,  I  am  delighted  to  have  this  hat  back. 
I  really  think  a  great  deal  of  it  and  am  sorry  that  I 
let  you  have  it  at  the  low  price  made.  Really,  you 
know,  I  made  you  a  special  price  which  was  too  low 
for  profit,  because  I  value  your  trade  so  highly.  It  will 
be  money  in  my  pocket  to  have  the  hat  back,  for  sev- 
eral women  have  been  looking  for  just  such  a  hat  and 
are  willing  to  pay  almost  any  price  for  it.  I  can 
assure  you  that  you  have  really  done  me  a  favor  by 
bringing  the  hat  back." 

Mr.  A.  states  that  his  policy  of  the  last  decade  has 
resulted  in  great  financial  success. 
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Questions 

1.  How  do  you  account  for  the  financial  "success" 
which  A.  says  has  resulted  from  his  more  recent 
policy? 

2.  To  what  extent,  if  at  all,  should  you  expect  the 
general  policy  outlined  by  Mr.  A.  to  prove  success- 
ful in  other  lines  of  retailing? 

3.  Should  you  expect  such  a  policy  to  bring  finan- 
cial success — 

(a)  In  the  mail-order  business? 
(6)  In  the  wholesaling  or  jobbing  business? 
(c)  In  the  case  of  manufacturers  who  have  a 
large  number  of  customers? 


Problem  189 
Novel  Collection  Methods 

A.  "Occasionally  a  credit  man  or  collector  is 
found  with  a  check  on  his  hands  that  is  returned  un- 
paid— sometimes  post-dated  and  sometimes  bearing 
the  current  date,  given  in  the  ordinary  course  of  busi- 
ness— with  the  reason  for  nonpayment  endorsed  by 
the  bank  'insufficient  funds,'  and  in  many  bank- 
ruptcy proceedings  creditors  are  found  holding  checks 
dishonored  for  that  very  reason.  A  practice  that 
seems  to  be  little  followed  is  that  of  determining  how 
much  short  the  check  is,  and  then  depositing  to  the 
credit  of  the  debtor  enough  money  to  make  the  check 
good. 

"For  instance,  if  you  are  given  a  check  for  $100, 
by  diplomatically  handling  the  matter  with  the  bank 
you  can  find  out  how  much  the  debtor's  account  is 
short.     If  you  cannot  discuss  the  matter  with  an  out- 
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of-town  bank,  possibly  you  can  send  the  check  to  a 
travehng  salesman  and  have  him  call  at  the  bank 
and  get  him  to  ascertain  how  much  the  account  is 
short.  In  the  case  recited,  if  you  learn,  for  instance, 
that  there  is  but  $90  on  deposit,  while  you  have  a 
$100  check,  you  can  deposit  $10  to  the  customer's 
credit,  or  have  the  traveling  man  do  it,  and  the  check 
will  be  cleared." 

B.  "If  all  efforts  to  obtain  security  have  failed 
and  the  account  is  in  a  precarious  condition,  efforts 
should  be  made  to  offset  the  obligation  by  purchasing 
from  the  debtor  something  that  can  be  resold.  Such 
an  offset,  in  the  absence  of  fraud,  is  good  even  if  a 
bankruptcy  petition  should  be  filed  shortly  afterward. 
For  instance,  if  your  customer  runs  a  lumber  mill, 
purchase  the  lumber  even  if  you  know  you  have  no 
use  for  it,  and  sell  it  at  a  slight  discount  if  you  antici- 
pate a  loss  on  his  account.  In  fact,  no  matter  what 
the  debtor  produces,  or  resells,  if  there  is  any  reason- 
able market  for  it  you  can  usually  find  that  market 
and  make  a  ready  sale  of  the  product  by  allowing 
some  slight  discount  under  the  market.  This  is  much 
better  than  to  find  your  debtor  is  so  involved  that 
the  account  will  drift  along,  with  the  prospect  that 
you  will  ultimately  face  a  much  larger  loss  than  the 
slight  discount  you  know  you  will  lose  if  you  accept 
the  wares  of  your  customer  to  apply  as  a  credit  on 
your  claim  against  him.  This  procedure  will  often 
enable  you  to  realize  even  after  some  other  creditor 
has    obtained    security." 

Question 
Do  you  approve  of  the  collection  methods  outlined 
above? 

(Reference:     Gardner,  New  Collection  Methods,  passim.) 
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Problem  190 

Sample  Collection  Letters* 

Criticize  the  following  "Collection"  Letters: 

A.  A  novel  way  to  collect  small  past-due  accounts  is 
being  used  by  an  eastern  manufacturer,  who,  after 
failing  to  get  any  response  to  his  letters  requesting 
a  check,  sends  the  customer  a  receipted  statement 
worded : 

This  statement  is  marked  "paid  in  full"  and  receipted 
because  we  have  exhausted  everj-  means  to  get  you  to  make 
payment. 

The  bill  is  small,  and  if  your  conscience  should  ever  tell 
j'ou  to  send  us  your  remittance,  which  is  rightfully  due  us, 
we  shall,  of  course,  be  glad  to  get  the  money. 

B.  "It  seems  that  the  only  way  we  can  get  any  remittance 
from  you  on  account  is  to  wire  you  inquiring  what  you 
intend  doing.  This  is  rather  expensive  and  we  have  not 
made  very  great  headway  as  it  is.     The  present  balance 

remaining  due,  | ,  is  reallj'  .  .  .  months  past  due 

and  is  more  than  one-half  of  those  bills  which  matured  on 

....  Now,  this  isn't  satisfactory. 
"Our  draft  of  . . . .,  as  we  wrote  you  before,  came  back 
with  the  endorsement:  'Will  send  check  in  a  few  days,' 
and  here  it  is  two  weeks  without  a  word  from  you  in  reply 
to  our  letter  of  the  . . .  We  will  not  wait  until  you  get 
ready  to  pay  us.  Unless  we  have  some  assurance  that  some- 
thing will  be  done,  we  are  going  to  hand  an  itemized  account 

*The  following  suggestions  may  be  helpful: — "The  wheel  that 
squeaks  the  loudest  gets  the  grease.  Therefore,  it  behooves  every  col- 
lection manager  to  be  consistent  in  dunning  and  insistent  in  demands  for 
payment.  His  foUow-up  must  be  regular  and  not  spasmodic  and  one 
must  take  advantage  of  every  available  means  to  'bring  home  the  ba- 
con.' There  are  a  great  many  other  points  that  can  be  brought  out,  but 
principally,  (a)  We  never  let  the  follow-up  get  behind.  Try  to  be  one 
or  two  days  ahead  of  schedule  rather  than  one  day  behind,  (b)  Never 
bluff,  (c)  Never  let  a  customer  forget  his  promises,  (d)  Don't  use 
'rubber stamp' collection  methods.  Individualize,  (e)  Handle  each 
account  on  its  merits  and  don't  threaten  to  sue  some  customer  when  a 
nice,  diplomatic  letter  would  have  made  the  collection.  A  harsh 
letter  not  only  antagonizes  the  customer,  but,  no  doubt,  loses  him 
for  the  firm.  The  real  collection  manager  not  only  gets  the  money,  but 
retains  the  good  will  of  the  customers  and  keeps  the  accounts  out  of  the 
attorney's  hands.  Under  the  present  method  we  not  only  keep  our 
accounts  up  to  the  standards,  but  have  reduced  the  number  of  employees 
in  the  collection  department  to  half  the  number  previously  employed 
under  the  old  methods,  making  an  annual  saving  on  the  pajrroll  of  over 
$3,000  a  year." — (Adapted  from  an  article  by  A.  M.  Tamwrath,  Col- 
lection Manager,  American  Slicing  Machine  Co.,  Chicago,  in  100%, 
May,  1921,  p.  98.) 
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to  our  collectors,  one  week  from  today.  If  you  desire  us  to 
bear  with  you  in  this  case,  you  must  send  us  a  remittance 
upon  which  to  base  our  leniency.  We  believe  in  being 
perfectly  frank  in  the  matter,  and,  tlus  being  the  case,  we 
must  tell  you  we  are  thoroughly  disappointed  with  the 
present  condition  of  your  indebtedness  with  us." 

C.  "We  return  herewith  your  note,  etc.  We  could  not 
possibly  accept  a  sixty-day  note,  at  the  present  time  for 
your  entire  account — not  that  we  are  unwilhng  to  do  so, 
but  we  cannot,  for  this  simple  reason  that  we  will  need  this 

money  before We  had  been  depending 

upon  receiving  your  remittance,  and  must,  under  the  cir- 
cumstances, request  you  to  make  other  arrangements,  either 
through  your  bank  or  some  available  source,  and  let  us  have 
settlement  in  the  next  week  or  two." 

D.  "It  certainly  seems  sti'ange  to  us  that  you  permit  our 
drafts  to  come  back,  do  not  write,  and  send  us  nothing  to 
apply  on  your  past-due  account.  We  have  regarded  you  as 
perfectly  good,  and  have  not  felt  apprehensive  about  your 
finally  paying  us,  but  must  confess  our  inability  to  under- 
stand your  treatment  of  us.  We  will  be  frank  and  say  that 
we  want  something  to  apply  on  your  account,  and  will  ask 
you  to  let  us  hear  from  you  before  the  .  . .  day  of  May." 

E.  "The  Collection  Department  refersyour  account  to  us, 
this  morning,  and  we  cannot  help  but  think  that  if  the  pay- 
ments you  made  us  gave  us  half  the  pleasure  it  did  to  receive 
your  orders,  what  a  pleasant  time  we  would  have  doing 
business  together.  Usually,  when  one  buys  goods  in  .  .  . , 
even  under  the  most  unfavorable  conditions,  he  certainly 
should  have  disposed  of  enough  of  them  to  send  us  at  least 
a  liberal  remittance  thereon  in  ...  ;  but  you  are  owing  us 
entirely  for  purchase  from  . .  on — in  fact,  of  the  balance 
now  shown  is  owing  on  invoices  for  . . . 

We  are  just  telling  you  how  the  matter  looks  to  us  here. 
The  Collection  Department  seems  unable  to  get  your 
balance  adjusted,  and,  of  course,  we  always  desire,  if  possible, 
to  have  these  little  matters  settled  amicably,  so  that  we  can 
maintain  pleasant  relations.  The  slightest  consideration 
of  the  matter  must  show  that  we  have  been  very  lenient 
thus  far;  caused  you  no  trouble,  simply  writing  you  from 
time  to  time  endeavoring  to  have  you  make  settlement. 
This  is  our  policy  as  regards  livory  account  which  we  regard 
as  highly  as  we  do  yours;  but  there  does  come  a  time  when 
we  must  insist  upon  payment.  We  shall  expect  to  hear  from 
you  promptly,  and  in  the  meantime  have  taken  the  liberty  of 
over-ruling  the  suggestion  of  the  Collection  Department,  but 
desire  to  have  a  remittance  from  you." 

(Last  four  quoted  from  Lawrence,  Making  Him  Pay) 
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H.    FINANCIAL  ASPECTS  OF  ADVERTISING 

Problem  191 
Relation  or  Advertising  to  Sales 

"The  real  way  to  decrease  your  advertising  expenses 
is  to  increase  it.  It  will  start  your  business  growing 
and  pretty  soon  you  will  find  the  advertising  expendi- 
tures can't  keep  up  with  the  growth.  The  truth  is  that 
a  decent  advertising  appropriation  is  an  investment, 
not  an  expense." 

In  support  of  this  statement  the  following  data  are 
given  regarding  a  distributor  of  men's  clothing: 

First  Half         Second  Half 
1918  1918  1919 

Percentage  of  advertising 
appropriation  to  sales  of 
previous  period 2.40%         6.35%         9.46% 

Percentage  of  sales  of  cur- 
rent period  to  sales  of  pre- 
vious period... 63.78%o     126.40%     197.80% 

Percentage  of  advertising 
expenditure  of  current 
period  to  sales  of  current 
period 3.77%         5.00%         4.78% 

Gross  profit         41.40%o       38.60%o       37.70% 

Net  profit 4.81%         8.24%o       11.02%o 

"As  you  increase  your  advertising,  you  increase  your 
business  so  fast  that  your  expenditure  turns  out  to  be 
a  much  smaller  percentage  than  the  percentage  of  your 
appropriation." 

Question 
Do  you  agree  with  the  statements  made  and  the 
conclusions  drawn? 
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Problem  192 

Was  Advertising  Responsible  for  the  Financial 
Success  of  This  Concern? 

Recently  there  appeared  an  article  in  an  advertising 
periodical  which  attributed  the  growth  of  the  Habirshaw 
Electric  Cable  Company  almost  entirely  to  its  method 
of  advertising.  Briefly  stated,  the  company  endeavors 
by  means  of  its  advertising  to  push  the  use  of  those  appli- 
ances not  made  by  it,  but  in  conjunction  with  which 
its  product  is  used.     The  following  claims  are  made: 

"Very  rarely  does  the  average  man  purchase  even  a 
few  yards  of  electric  wire.  He  certainly  never  buys 
electric  cable.  Habirshaw  makes  nothing  but  electric 
wire  and  cable.  Yet  for  five  years  this  company  has 
been  addressing  the  bulk  of  its  advertising  to  Mr. 
General  Person.  A  purely  technical  product  has  been 
advertised  to  the  general  public.  When  the  company 
started  advertising  on  these  lines,  it  began  with  an 
appropriation  of  112,000,  of  which  about  $10,000  was 
spent  on  the  man  in  the  street.  This  year  the  company 
will  spend  something  like  1200,000  on  advertising,  and 
at  least  $150,000  of  it  in  efforts  to  reach  people  who  do 
not  buy  electric  wire.  If  that  seems  to  deepen  the 
mystery,  listen!  Five  years  ago  the  company  was 
doing  an  annual  business  of  only  $800,000,  and  it  stood 
twenty-eighth  on  the  list  of  electric  wire  and  cable 
manufacturers.  Today  it  claims  to  be  the  largest  house 
of  its  kind  in  the  world,  and  is  reported  to  be  doing  a 
business  of  $16,000,000  a  year.  In  five  years  the  busi- 
ness has  been  increased  2,000  per  cent,  and  the  adver- 
tising appropriation  1,500  per  cent.  At  the  same  time 
the  selling  cost,  including  the  advertising,  has  been 
reduced  50  per  cent.  It  is  a  remarkable  record — and 
none  of  it,  it  is  said,  was  due  to  the  war.  The  Habirshaw 
Company  ascribes  this  great  and  rapid  growth  almost 
entirely  to  its  manner  of  ad\Trtising,  plus  the  mer- 
chandising idea  on  which  the  ad^'ertising  and  prac- 
tically all  of  its  selling  efforts  were  based." 

{Printers'  Ink,  March  24,  1921,  p.  49,  ff.) 
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Question 
Based  on  the  information  above  given,  do  you  be- 
lieve that  advertising  has  played  the  important  part 
claimed  in  the  financial  success  of  this  company? 


Problem  193 
The  Financial  Gains  from  Advertising 

"Advertising  is  a  curious  thing.  It  has  had  to  be 
taken  on  faith  for  the  most  part.  You  can't  usually 
measure  its  effect.  Men  who  advertise  and  find  their 
business  prospering  keep  on  advertising.  Men  whose 
business  has  been  slow  sometimes  try  advertising  and 
find  their  business  suddenly  growing.  Then  they  keep 
on  advertising.  That's  the  reason  you  can't  measure 
its  results.  Many  merchants  pay  for  advertising  and 
get  only  publicity." 

Question 
How  can  a  concern  determine  the  amount  of  money 
which  should  be  spent  for  advertising? 


Problem  19-1 
Advertising  and  Business  Profits 

Many  concerns,  in  1919,  due  to  unusual  business 
activity,  made  an  extremely  high  return  on  their 
investment.  Business  seemed  to  be  growing  better. 
In  fact,  many  lines  of  goods  seemed  almost  to  sell 
themselves  at  any  price  asked  by  the  producer. 
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Question 
Under   these   circumstances,    would   it   have   been 
sound  financial  policy  for  such  concerns  to  incur  heavy 
expenses  for  advertising? 

(Reference:     Printers'  Ink,  June  30,  1921.) 
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Advertising  to  Aid  "Seasonal"  Business 

It  is  a  well-known  fact  that  a  good  many  lines  of 
business  are  more  or  less  "seasonal."  Commenting  on 
this  condition,  a  recent  writer  has  said : 

"One  of  the  great  things  that  this  powerful  force  of 
advertising  can  do  for  American  business  is  to  help 
straighten  out  sales  curves.  If  you  were  sure  of  an 
even  market,  month  by  month  throughout  the  year, 
how  much  would  it  save  you?  How  much  do  you  lose 
during  your  low  months — not  how  much  do  you 
lose  in  actual  dollars  and  cents,  but  how  much  do  you 
lose  in  momentum?" 

{Printers'  Ink,  Feb.  24,  1921,  p.  89,  ff.) 

Questions 

1.  What,  specifically,  are  the  chief  financial  losses  of 
seasonal  selling? 

2.  To  what  extent  do  you  believe  that  advertising 
can  remedy  the  evils? 

3.  In  the  case  of  manufactured  products,  are  there 
necessarily  goods  which  have  only  seasonal  sales? 
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Problem  196 
Dealer  Advertising  and  the  Distributor 

"You  hear  a  lot  of  talk  about  the  'cancelation  evil' 
these  days.  A  lot  of  manufacturers  declare  that  many 
retailers  have  been  guilty  of  a  moral  misdemeanor 
because  they  have  canceled  their  orders,  and  that  they 
have  thrown  a  great  burden  upon  industry.  I  am  not 
advocating  the  practice,  but  what  about  the  manufac- 
turer who  sells  you  goods  largely  on  the  strength  of  his 
work  with  consumers  to  help  you  dispose  of  them,  and 
then  turns  around  and  cancels  his  advertising?" 

Questions 

1.  Are  the  manufacturers  who  at  present  cut  their 
appropriations  for  advertising,  playing  the  game  fairly 
with  their  retail  distributors? 

2.  Would  it  be  justifiable  for  a  retailer,  under  the 
circumstances,  to  cancel  his  contracts  with  the 
producer? 

3.  Is  continued  or  increased  advertising,  under 
present  conditions,  financially  justifiable? 


Problem  197 
Does  Advertising  Aid  the  Credit  Seeker? 

"Investors  tumbled  over  themselves  to  buy  the 
recent  $20,000,000  bond  issue  of  the  Vacuum  Oil 
Company.  At  the  same  time  the  great  city  of  New 
York  had  to  take  its  hat  in  hand  and  go  from  bank  to 
bank,  begging  for  enough  money  to  pay  its  current 
bills.  The  security  in  each  case  was  unquestioned,  but, 
nevertheless,  the  partialitj-  of  the  investor  for  the 
private  borrower  was  decided.  Something  similar  has 
happened  on  many  other  occasions  recently.     Why? 
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The  answer  is  that  ten  credit  risks  are  offered  for  every 
one  accepted.  The  lender  selects  his  risks  with  extreme 
care.  Any  margin  of  value  in  favor  of  one,  usually 
decides  the  choice.  In  many  cases  advertising  is  this 
margin.  How  it  helps  the  borrower  is  explained  by 
the  following  list  of  recent  short-term  notes  of  big 
national  advertisers,  the  rate  of  interest  and  asking 
price  of  which  is  due  somewhat  to  the  prestige  gained 
through  consistent  advertising." 

Security                        Rate  Due  Asked 

American  Tobacco 7  Nov.,       1921  100^ 

Cudahy  Packing  Co 7  July  15,  1926          99 

H.  J,  Heinz  Co 7  Dec.   1,   1930          98 

Liggett  &  Myers 6  Dec,        1921          99H 

Procter  &  Gamble 7  March,    1922  100^ 

R.  J.  Reynolds  Tobacco. . .     6  Aug.,       1922          97M 

Swift  &  Co 7  Aug.  15,  1921          99H 

Westinghouse  Elec.  Co. . . .     7  April  19, 1925          99^ 

(Reference:     Printers'  Ink,  April  14,  1921,  page  1.) 

Questions 

1.  Do  you  think  that  the  comparison  above  made 
is  a  fair  one? 

2.  In  what  types  of  concerns,  if  any,  do  you  think 
that  national  advertising  of  the  product  will  aid  in 
securing  credit  at  a  more  favorable  rate? 

3.  Fundamentally,  what  are  the  chief  causes  which 
make  a  borrowing  concern  a  "prime"  risk? 


Problem  198 
How  Much  Can  a  Candy  Company  Afford 
TO  Spend  on  Advertising? 

The  following  problem  was  submitted  by  the 
treasurer  of  a  good-sized  candy  manufacturing  concern 
in  April,  1921.     The  proper  answer  to  the  questions 
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which  he  raises  willbe  of  very  vital  interest  to  him, 
since  the  sales  have  been  falling  off  rapidly  and  the 
company  which  he  represents  has  recently  completed  a 
new  plant. 

I.  Chabactek  of  Business. 

a.  High-grade  confectionery,  chocolates,  fancy  pack- 
ages, retailing  at  $1.00  to  11.50  per  lb. 

b.  Good-grade  bulk. 

c.  5c,  10c  and  15c  specialties. 

"a"  Is  on  trade-mark  goods  and  represents  desired  kind 
of  distribution.  "6"  Is  to  take  up  surplus  production,  "c" 
Is  for  added  profit,  representing  character  of  goods  that  can 
be  sold  without  extra  sales  cost  through  existing  dealers. 

II.  Distribution.  Distribution  now  through  4,000  to 
5,000  retailers,  largely  drug  stores,  throughout  states  east 
of  the  Mississippi.  Sales  through  force  of  twenty  salesmen. 
Three  or  four  jobbers  together  with  their  salesmen  are  used 
in  certain  territories. 

III.  Volume.  Volume  $1,250,000  to  $1,750,000.  Distri- 
bution is  not  as  intensive  as  it  should  be  or  volume  would 
be  larger  for  the  number  of  dealers  and  the  territories  covered. 

The  relation  between  possible  volume  and  total  invest- 
ment is  from  three  to  five  times  as  great  as  the  total  net 
worth  of  the  high-grade  confectioner.  The  ratio  between 
fixed  investment,  including  machinery  and  fixtures  (but  not 
including  real  estate,  as  it  is  often  leased)and  possible  volume, 
may  be  1  to  7,  8,  9,  or  10,  that  is,  the  volume  may  be  eight 
or  more  times  the  fixed  investment. 

IV.  Margin  of  Profit.  The  net  margin  after  all  ex- 
penses on  business  of  this  character  is  generally  from  7  per 
cent  to  10  per  cent  of  the  volume.  Roughly,  the  gross  margin 
above  actual  manufacturing  expenses  at  the  stockroom  is 
from  30  per  cent  to  38  per  cent.  Manufacturing  costs  in 
good  candy  plants  is  necessarily  from  62  per  cent  to  70  per 
cent  of  the  manufacturers'  sale  price.  Out  of  the  30  per 
cent  or  38  per  cent  must  come  administration,  selling,  and 
publicity,  bad  debts,  interest.  For  a  package  for  which  the 
manufacturer  gets  $1.00,  the  retailer  will  get  from  $1.35  to 
$1.50.  Retailer  aims  to  get  at  least  30  per  cent  on  the  re- 
tail price. 

V.  PuBLiciTr.  Business  is  about  fifteen  years  old  and 
previous  publicity  has  been  almost  entirely  in  the  form  of 
store  signs  (both  temporary  and  more  or  less  permanent), 
sample  boxes,  and  window  displays,  a  little  incidental  thea- 
tre program  and  college  magazine  advertising,  and  some 
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advertising  in  local  newspapors.  Total  slorc  help  and  .sign 
advertising  about  2  per  cent  to  2i/^  per  cent  of  volume.  II/2 
per  cent  or  2  per  cent  is  always  necessary,  regardless  of  what 
other  publicity  is  undertaken. 

Questions 

1.  On  how  small  an  expenditure  can  one  hope  to  get 
appreciable  increase  in  volume,  and  through  what 
means  of  publicity? 

Author's  Note: — Candy  manufacturers  in  general  do 
not  appear  to  have  spent  a  large  relative  amount  on 
advertising.  The  low-grade  producers  are  evidently 
the  heaviest  advertisers,  while  among  the  high-grade 
producers  almost  nothing,  or  at  any  rate  less  than  1 
per  cent  of  their  sales,  is  said  to  be  spent  directly  for 
this  purpose.  In  this  connection,  it  should  be  noted 
that  the  ten  best  retail  advertising  men  in  the  country 
recently  gave  the  following  figures  as  the  proper  amount 
of  gross  business  to  be  set  aside  for  advertising : 

Per  Cent  Per  Cent 

Department  Stores 33^  Electrical   Stores 6 

Women's  Specialty  Shops  5J.-2  Jewelry  Stores.-- 5}/^ 

Shoe  Stores —.4  Men's  Clothing  and  Fur- 
Millinery  Stores 4            nishing 5 

Music  Stores -5J4  Miscellaneous _ 4 

Furniture  Stores -53^ 

2.  In  what  respects,  if  at  all,  are  the  financial 
aspects  of  advertising  in  the  candy  manufacturing 
business  different  from  what  would  be  found  in  the 
examples  given? 


CHAPTER  IX 
THE  ADMINISTRATION  OF  EARNINGS 

References: 
*Dewing,  Financial  Policy  of  Corporations,  Vol.  iii, 
*Lough,  Business  Finance,  Part  iv. 
Mead,  Corporation  Finance,  xiv-xvm 

IN  the  problems  which  have  preceded  an  attempt 
has  been  made  to  illustrate  the  sound  principle  of 
finance  which  should  be  followed,  step  by  step, 
from  the  inception  of  the  business  to  the  time  when  its 
earnings  come  in.  If  the  financial  edifice  has  been 
soundly  built  to  this  stage,  there  is  little  danger  that 
the  management  will  go  wrong  in  its  disposition  of 
earnings.  However,  with  a  view  to  illustrating  a  few 
of  the  typical  situations  which  may  arise,  the 
following  problems  are  given. 


Problem  199 

Should  a  New  Building  Have  Been  Financed 
Out  of  Surplus  Earnings? 

"A  large  department  store  was  organized  in  a  city  of 
the  Middle  West.  The  store  was  well  located  and  the 
capital  should  have  been  sufficient.  At  the  start  there 
was  little  competition  and  the  business  prospered. 

"The  prosperity,  however,  was  brief.  The  owner  of 
the  store  concentrated  his  attention  on  selling  and 
buying.  He  neglected  credit.  He  paid  all  small  bills 
upon  their  presentation  at  the  cashier's  window;  larger 
bills  upon  receipt  of  invoice.  He  took  no  measures  to 
keep  idle  funds  active;  he  did  not  try  to  establish  a 
business  reputation  among  bankers  and  moneyed  men ; 
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he  adopted  no  plan  to  equalize  his  supply  of  capital 
with  demand. 

"At  length  the  business  required  a  new  building. 
The  younger  membei's  of  the  firm  advised  establishing 
their  credit  and  borrowing  the  money  they  needed.  A 
new  competitor  had  begun  to  build  and  was  making 
improvements.  One  of  the  merchant's  sons,  exasper- 
ated by  this  move,  spoke  to  his  father.  'See  here,' 
he  said,  'we're  behind  time.  Take  the  railways,  the 
skyscrapers,  and  all  the  great  industrial  works  for  that 
matter.  Could  they  have  been  built  up  by  following 
our  method?  Do  they  keep  their  capital  idle  while 
waiting  for  it  to  grow?  Why  not  borrow  the  money 
for  this  new  building?  We  may  be  obliged  to  ask  for 
credit  some  day  to  carry  on  our  business.  It  is  better 
to  establish  it  now  while  we  can.' 

"The  senior  member  of  the  firm,  however,  was 
obdurate.  He  would  do  nothing  until  he  had  accumu- 
lated a  surplus  sufficient  to  cover  the  expenses  of  the 
improvement,  though  he  admitted  that  lack  of  space 
was  a  handicap. 

"The  first  two  years,  the  firm  managed  to  build  up  a 
considerable  surplus.  This  money  was  kept  in  a 
savings  bank,  drawing  3  per  cent  interest.  The  third 
year,  however,  the  competition  had  so  grown  that  no 
surplus  was  earned.  The  fourth  year  began  with  a 
general  business  depression.  The  balance  in  the  bank 
sank.     Still  the  old  policy  continued." 

(Quoted  from  Shaw,  How  to  Finance  a  Business,  7-8.) 

Questions 

1.  Did  the  father  follow  correct  policies — 

(a)  In  his  current  financing? 

(6)  In  the  disposition  of  the  surplus  earnings? 

2.  Do  you  agree  fully  with  the  son's  arguments? 

3.  What  steps,  if  any,  should  you  now  advise  taking 
in  order  to  improve  the  financial  condition  of  this 
business? 
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Problem  200 
General  Problem  on  Di\idend  Policy 

The  American  Telephone  and  Telegraph  Company 
has  for  many  years  been  referred  to  as  an  outstanding 
example  of  a  conservatively  financed  concern.  Its 
present  form  of  organization  dates  back  to  1900,  during 
the  last  fifteen  years  of  which  time  dividends  of  8  per 
cent  on  the  common  stock  have  regularly  been  paid. 
In  addition  to  liberal  maintenance  and  depreciation 
charges  the  company  has  built  up  a  large  surplus 
mainly  out  of  earnings,  but  including  some  premiums 
realized  on  the  sale  of  new  securities.  Only  common 
stock  has  been  isSued.  It  has  always  been  the  poUcy 
of  the  management  to  avoid  placing  any  mortgage 
on  the  property,  and  to  date  the  outstanding  bonds 
are  of  the  debenture  or  collateral  type. 

The  price  range  of  the  stock  has  been  as  follows : 

1901-1905,  High— 186;  Low— 117 Ji  (dividend  rate  at 
this  time  7H%-) 

1906-1917,  High— 1533/g;  Low— 88  (during  the  panic 
of  1907.) 

1918-1920,  High— 109M;  Low— 905/g. 

1921  (till  Aug.  1st),  High— 108K;  Low— 95?^. 

(Since  February  1,  1921,  the  stock  has  not  sold  below  99H-  On 
July  30  it  sold  at  105^-) 

In  February,  1921,  there  was  a  rumor  to  the  effect 
that  the  company  was  planning  some  new  financing. 
This  report  was  denied  by  the  management.  Near  the 
end  of  March,  however,  the  directors  authorized  the 
president  to  announce  their  decision  to  establish  9  per 
cent  as  the  regular  annual  rate  of  dividend  to  be  paid 
upon  the  company's  shares,  beginning  July  15,  1921. 

In  deciding  upon  this  change  of  policy  it  was  stated 
that  the  management  was  influenced  by  the  "conclu- 
sion that  a  higher  rate  of  return  is  necessary  to  attract 
the  portion  of  capital  which  must  come  froni  share- 
holders in  order  that  an  extension  of  telephone  service 
to  keep  pace  with  the  growth  of  the  country  and  the 
demands  of  the  public  may  go  on." 
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It  was  further  stated  that  there  had  been  no  time 
during  the  last  ten  years  when  the  company's  earnings 
had  not  been  sufficient  to  pay  a  higher  rate  of  dividend 
than  8  per  cent.    The  president  further  states : 

The  change  in  dividend  rates  is  nothing  more  than  an 
adjustment  to  a  new  set  of  conditions.  It  has  always  been 
the  policy  of  the  company  to  pay  such  a  dividend  as  would 
maintain  the  market  value  of  the  stock  at  a  premium  suffi- 
cient to  attract  subscriptions  to  new  stock  issues. 

The  issue  of  a  fair  proportion  of  new  capital  rather  than 
an  increased  debt  to  take  care  of  the  growth  is  a  necessary 
part  of  any  sound  financial  program.  Before  the  war  the 
8  per  cent  dividend  maintained  the  stock  at  a  satisfactory 
premium. 

Since  the  war,  with  efficiency  and  earnings  equivalent  to 
pre-war  standard,  its  stock  is  bought  and  sold  at  only  about 
par.  Par  value  indicates  satisfactory  absorption  of  the 
present  issue,  but  not  demand  for  more  at  the  same  rate  of 
return.  Stock  must  be  quoted  at  a  premium  to  indicate 
a  readiness  to  absorb  further  issues. 

Not  only  present  financial  conditions  governing  the  status 
of  this  and  other  investment  securities  have  been  considered, 
but  also  the  probable  conditions  in  the  future. 

In  commenting  on  this  action  of  the  American 
Telephone  and  Telegraph  Company,  the  financial 
editor  of  one  of  the  daily  papers  wrote  as  follows  on 
March  30,  I92I: 

Some  criticized,  some  condemned  directors  of  American 
Telephone  for  increasing  the  dividend.  The  increase  natu- 
rally attracted  more  attention  than  would  a  change  in  the 
dividend  in  any  other  corporation  in  the  country,  partly 
because  the  company  serves  so  many  people,  partly  because 
more  people  own  stock  of  the  American  Telephone  Company 
than  of  any  other  corporation  in  the  world.  The  number  of 
stockholders  is  in  the  vicinity  of  140,000.*  Some  said 
yesterday  that  the  dividend  increase  was  the  most  stupid 
thing  directors  ever  did.  Others  said  that  it  was  the  most 
clever  thing  they  ever  did. 

Those  who  argued  that  it  was  stupid  said  it  was  a  poor 
time  to  advertise  corporate  prosperity  when  there  is  so 
much  labor  unrest  and  especially  when  the  company's 
largest  subsidiary,  the  New  York  Telephone  Company,  is 
pleading  poverty  as  an  excuse  for  increased  telephone  rates 

*  Author's  Note. — The  reported  number  of  stockholders  had  increased 
to  about  160,000  by  the  first  part  of  July,  1921. 
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in  its  territory.  The  increase  in  its  rates  recently  allowed 
has  not  yet  been  made  permanent  by  the  up-state  public 
service  commission  of  New  York. 

The  dividend  increase  was  characterized  as  the  wisest 
thing  directors  have  ever  done  by  those  who  were  looking 
at  it  from  the  standpoint  of  a  financial  operation,  pure  and 
simple.  The  last  few  years  the  company  has  been  unable 
to  raise  money  for  extension  purposes  by  selKng  stock,  for 
it  must  sell  its  stock  at  par  or  better.  Bonds  and  notes 
have  been  the  media  of  financing.  Bankers  have  not  looked 
with  good  favor  on  this  poKcy,  for  in  order  to  maintain  the 
credit  of  any  corporation  it  is  necessary  to  maintain  a  certain 
ratio  between  fixed  and  contingent  liabilities.  Financing 
through  bond  or  note  issues  entails  an  increase  in  fixed 
liabilities,  while  an  increase  in  stock  means  an  increase  in 
contingent  liabilities.  So,  in  order  to  maintain  the  highest 
credit  for  the  company,  it  was  necessary  to  come  to  a  point 
where  new  money  would  be  raised  by  the  sale  of  stock 
rather  than  by  the  sale  of  additional  fixed  interest-bearing 
securities.  That  could  not  be  done  with  the  stock  on  an 
8  per  cent _ dividend  basis.  It  can  be  done  with  the  stock 
on  a  9  per  cent  basis. 

Earnings  fully  justify  the  new  rate. 

On  May  11, 1921,  it  vpas  announced  that  the  directors 
had  voted  to  offer  $90,000,000  new  stock  to  stock- 
holders at  par,  stockholders  of  record-  on  May  20 
being  entitled  to  subscribe  until  July  20  for  new 
stock  in  the  ratio  of  one  new  share  for  each  five  shares 
held.  Latest  information  indicates  that  this  new  issue 
has  been  rapidly  absorbed  through  the  direct  selling 
method. 

Questions 

1.  What  appear  to  you  to  be  the  real  reasons  for 
this  increase  in  dividend? 

2.  Taking  the  long-run  point  of  view,  do  you  con- 
sider this  increase  in  dividends  a  sound  policy? 

3.  Would  the  same  reasons  exist  for  increasing  the 
dividend  on  the  stock  of  a  large  industrial  concern? 
Of  a  small  industrial  concern? 

4.  Would  a  concern  whose  stock  is  not  listed  on 
any  exchange  be  faced  with  a  similar  problem? 

5.  Would  a  concern  whose  stock  is  narrowly  owned 
be  confronted  by  such  a  problem? 
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6.  Should  you  expect  the  continuance  of  this  rate 
of  dividend  (9%)  to  be  more  certain  in  the  case  of 
a  pubUc  utihty  than  in  the  case  of  an  industrial 
concern?    Why? 

7.  What  relation,  if  any,  does  the  wide  distribution 
of  ownership  and  the  customer  ownership  of  shares 
have  to  the  financial  program  above  outlined? 


Problem  201 

Relation  of  Dividend  Declaration 

TO  Emergency  Financing 

The  S.  Rubber  Tire  Company  is  a  well-managed 
concern  with  generally  excellent  credit.  It  has  had  a 
very  satisfactory  dividend  record.  It  had  been  borrow- 
ing largely  in  the  open  market,  keeping  its  bank  lines 
in  reserve.  By  the  end  of  1920,  however,  even  though 
its  credit  was  still  good,  there  was  practically  no 
market  for  commercial  paper,  because  of  the  generally 
depressed  business  conditions.  This  concern  was 
forced  to  resort  to  its  banks  early  in  1921  in  order  to 
borrow  enough  money  to  pay  off  its  maturing  paper. 

The  S.  Rubber  Tire  Company  sold  its  tires  largely 
to  manufacturers  of  automobiles.  With  the  general 
slump,  therefore,  orders  practically  stopped  and  a  large 
portion  of  its  receivables  became  frozen.  Further,  they 
had  made  commitments  for  the  purchase  of  fabric  to 
which  they  were  definitely  held.  Hence  they  were  in 
the  position  of  being  forced  to  buy  a  good  deal  of  this 
material  at  a  high  price  when  the  market  was  off.  On 
the  whole,  the  company  was  in  an  unfavorable  rather 
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than  in  a  dangerous  position,  since  its  earnings  for  the 
year  1920,  had  been  very  good,  and  the  company 
through  conservative  management  had  built  up  a  large 
surplus.  Its  current  ratio,  from  the  quantitative  point 
of  view,  was  highly  satisfactory,  nor  were  its  current 
liabilities  higher  than  in  normal  times.  Though  sales 
for  the  first  six  months  of  1921  were  low,  the  business  of 
this  company  began  to  pick  up  about  the  middle  of  the 
year;  yet,  because  of  their  commitments,  and  the  like, 
the  profit  on  these  sales  was  very  low.  A  good  deal 
was  also  owed  to  the  trade. 

Thus  the  concern  was  in  the  middle  of  1921  con- 
fronted with  the  problem  of  financing  its  purchases  of 
materials  for  the  next  year's  business.  In  order  to 
pay  for  these  materials  which  would  be  coming  in  dur- 
ing the  winter  months,  an  amount  of  credit  far  in  ex- 
cess of  that  which  the  banks  would  be  willing  to  lend 
was  needed. 

Finally,  the  management  decided  to  raise  the  needed 
funds  to  pay  off  their  creditors  and  extend  their  bank 
lines  by  selling  ten-year  serial  debentures,  carrying  a 
high  rate  of  interest.  Just  at  this  time,  however,  the 
dividend  on  the  common  stock  (very  little  preferred 
stock  had  been  issued)  was  coming  due.  This  stock 
was  very  widely  held.  The  dividend  had  been  earned 
by  a  considerable  margin,  and,  as  stated  before,  the 
company  had  a  very  creditable  surplus.  The  directors 
of  the  company,  therefore,  were  confronted  with  a 
double  problem,  (a)  that  of  financing  their  next  year's 
purchases,  and  (6)  that  of  passing  or  declaring  their 
dividend. 

Questions 

1.  Do  you  think  the  company  chose  the  best  method 
of  raising  working  capital  needed  to  finance  its  pur- 
chases?   If  not,  what  alternatives  can  you  suggest? 

2.  In  view  of  the  situation  presented,  what  action 
should  the  directors  have  taken  on  the  matter  of  the 
dividend  payment? 

3.  Will  your-  answer  be  the  same  whether  or  not  the 
stock  is  hsted  on  some  exchange? 
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Problem  203 

Shall  Dividends  be  Declared  or  Shall  Earnings 

BE  Used  for  Plant  Extensions? 

The  A.  B.  C.  Shoe  Company  has  had  a  highly  credit- 
able financial  history  dating  back  for  almost  one 
hundred  years.  It  has  always  been  their  policy  to 
make  liberal  provision  for  depreciation  and  main- 
tenance. The  common  stock  is  rather  closely  held, 
being  largely  in  the  hands  of  six  men,  almost  all  of 
whom  are  also  officers  of  the  concern.  The  preferred 
stock,  cumulative  at  7  per  cent,  is  widely  held.  This 
stock  was  issued  with  the  provision  that  if  dividends 
in  excess  of  10  per  cent  should  be  declared  on  the 
common,  the  preferred  should  share  equally  with  the 
common.  The  agreement  under  which  the  preferred 
stock  was  issued  also  provides  that  the  ratio  of  current 
assets  to  current  liabihties  shall  never  be  allowed  to 
fall  below  175  per  cent,  and  if  it  should  fall  below  this 
point  the  voting  power  shall  vest  solely  in  the  preferred 
stockholders,  who  otherwise  have  no  voice  in  the 
control.  The  company  is  under  no  obligations  to 
retire  the  preferred  stock  out  of  earnings  at  any  time, 
nor  can  it  convert  the  preferred  into  common  stock  or 
other  types  of  securities.  No  bonds  or  debentures  are 
outstanding  and  no  mortgages  can  be  placed  on  the 
plant  without  the  consent  of  75  per  cent  of  the  preferred 
stockholders. 

During  the  year  1920  this  company,  as  was  the  case 
with  practically  all  shoe  concerns,  lost  a  good  deal  of 
money,  so  that  by  the  end  of  the  year,  though  the 
current  position  was  still  reasonably  satisfactory  from 
the  banker's  point  of  view,  the  common  stockholders 
began  to  fear  that  the  preferred  stockholders  might  get 
the  control.  However,  the  company  took  its  inventory 
losses  at  once,  cleaned  out  its  old  stock,  and  early  in 
1921  put  itself  in  a  relatively  strong  position. 

As  the  old  inventory  had  been  worked  off,  the  A.  B. 
C.  Company  was  able  to  buy  raw  material  at  the  lowest 
market.  Accordingly,  its  costs  of  production  were 
lower  than  those  of  any  of  its  active  competitors 


394     .    PROBLEMS  IN  BUSINESS  FINANCE 

making  the  same  grade  of  shoes.  Because  of  this 
favorable  position,  the  company  was  able  to  make 
lower  prices  to  the  trade  than  could  be  made  by  other 
important  producers.  Consequently,  orders  began  to 
come  in  rapidly,  so  that  by  July,  1921,  there  were 
enough  advance  orders  on  hand  to  keep  the  entire 
factory  going  at  full  capacity  until  early  in  1922. 
These  orders  are  at  a  figure  which  will  insure  high 
profits  to  the  company  and  are  secured  by  very  definite 
contracts  which  give  the  company  the  right  to  cancel 
whenever  it  may  see  fit,  while  the  customers  are 
firmly  held.  The  contracts  were  made  binding  in  this 
manner  largely  because  of  the  company's  unfortunate 
experiences  with  cancelations  in  1920.  At  the  same 
time,  most  factories  turning  out  a  similar  product  are 
doing  very  little  business. 

The  A.  B.  C.  Company,  in  spite  of  its  large  orders 
on  hand,  has  not  been  able  to  operate  its  factory  at 
more  than  70  per  cent  of  normal  capacity,  because  of 
labor  difficulties  which  it  appears  may  continue  for 
many  months.  These  difficulties  center  largely  around 
the  question  of  a  reduction  in  wages. 

In  order  not  to  let  its  orders  get  so  far  behind,  the 
A.  B.  C.  Company  has,  from  time  to  time,  been  having 
part  of  its  work  done  by  another  company,  the  N.  Com- 
pany, whose  business  is  slack.  However,  the  goods  pro- 
duced by  the  N.  Company  go  out  under  the  trade-mark 
of  the  A.  B .  C.  Company.  This  situation  makes  it  neces- 
sary for  the  latter  to  watch  more  carefully  the  quality 
of  the  work  done  by  the  N.  Company,  as  there  is 
danger  of  inferior  workmanship  which  might  injure  the 
goodwill  of  the  A.  B.  C.  Company.  But  the  arrange- 
ment has  been,  upon  the  whole,  a  mutually  satisfactory 
one  because  the  N.  Company,  filling  its  own  valleys  in 
production  by  means  of  these  orders,  can  afford  to  do 
the  work  even  more  cheaply  than  it  could  have  been 
done  by  the  A.  B.  C.  Company.  It  should  further  be 
explained  that  the  A.  B.  C.  Company  also  owns  a  little 
subsidiary  company  which  is  engaged  in  making  shoes 
of  the  A.  B.  C.  brand.    This  plant  is  managed  by  a 
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man  who  can  always  be  depended  upon  for  promptness 
and  large  output  at  a  low  cost,  but  who  is  not  keeping 
up  his  work  to  the  quality  standard  demanded  by  the 
A.  B.  C.  Company. 

On  July  1,  1921 J  the  audited  statement  of  the  A.  B.  C. 
Company  showed  a  current  ratio  of  fully  3  to  1.  The 
cash  on  hand  was  relatively  high,  the  inventory  was 
being  purposely  kept  very  low,  while  the  receivables, 
because  of  the  contract  provisions  already  referred 
to,  were  all  of  prime  quality.  The  current  liabilities 
were  practically  all  in  "accounts  payable,"  averag- 
ing not  more  than  ten  days,  as  the  company  was 
taking  all  the  cash  discounts.  Comparatively  little 
was  owed  to  the  bank.  The  surplus  reported  was 
relatively  smaller  than  it  had  been  for  some  years, 
because  of  the  losses  which  had  been  suffered  in  1920. 
However,  it  had  been  considerably  increased  during  the 
first  six  months  of  1921,  until  it  now  amounted  to 
somewhat  more  than  10  per  cent  of  the  total  assets. 
For  about  a  year  no  dividends  had  been  declared  on 
the  conunon  stock,  though  the  surplus  might  have 
permitted  a  conservative  dividend. 

In  July,  1921,  therefore,  with  the  first  half  year's 
record  an  excellent  one,  and  with  the  prospect  of  a  still 
better  record  for  the  succeeding  six  months  or  more, 
the  question  of  declaring  a  common  stock  dividend  was 
naturally  raised.  As  already  explained,  the  common 
stock  is  in  the  hands  of  a  very  few  men,  who  are  both 
officers  and  directors  of  the  A.  B.  C.  Company.  In 
fact,  three  officers  control  the  stock. 

At  a  meeting  held  on  July  15,  1921,  the  question  of 
declaring  a  dividend  of  20  per  cent  on  the  common 
stock,  to  cover  the  year's  operations,  was  seriously 
discussed.  It  was  felt  that  as  practically  no  dividends 
had  been  paid  in  1920  and  as  the  1921  business  appeared 
to  justify  the  policy,  the  stockholders  were  now 
entitled  to  their  rewards.  The  declaration  of  a  divi- 
dend of  this  amount  would,  of  course,  have  neces- 
sitated a  rather  heavy  payment  to  the  preferred  stock- 
holders, so  that  the  aggregate  dividend  payment  would 
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have  required  a  large  amount  of  cash.  The  com- 
pany's cash  position,  however,  was  sufficiently  strong 
to  enable  it  to  do  this  and  still  have  left  a  very  com- 
fortable margin  and  a  current  ratio  still  in  excess  of 
2  to  1.  At  this  meeting,  however,  a  very  interesting 
division  of  opinion  arose  and  several  alternative 
policies  were  discussed. 

Mr.  A.,  one  of  the  heaviest  stockholders,  who  man- 
ages the  production  end  of  the  business,  is  much  in  need 
of  some  ready  money  and  is  very  desirous  of  having 
the  high  dividend  declared.  He  prefers  for  the  plant  to 
continue  to  operate  as  at  present,  feeling  that  he  will 
be  able  to'  put  the  large  orders  through  within  a 
reasonable  time. 

Mr.  B.,  who  is  in  charge  of  the  sales  end  of  the  busi- 
ness, is  absolutely  opposed  to  A.  in  this  matter.  He 
has  grown  very  much  annoyed  because  of  the  pressure 
brought  to  bear  on  him  by  customers,  whose  orders 
are  being  frequently  delayed,  due  to  the  lack  of  "capac- 
ity" production  in  the  plant.  He  fears  that  if  this 
condition  continues  the  company  will  lose  very  valu- 
able goodwill.  His  chief  desire  is  to  keep  the  company 
as  strong  as  possible.  Though  there  are  at  present 
no  clouds  on  the  horizon,  he  is  not  so  optimistic  as 
the  others  regarding  the  outlook  for  1922.  He  is 
opposed  to  the  declaration  of  any  dividend  at  the 
present  time  and  feels  that  the  company  should  wait 
at  least  six  months  longer  before  taking  up  this  matter. 

B.  urges,  moreover,  that  the  proper  course  for  the 
company  to  follow  is  to  relieve  the  present  congestion 
in  the  plant  and  keep  the  goodwill  of  the  customers, 
by  investing  the  larger  part  of  their  cash  in  a  new  and 
cheaply  constructed  plant,  which  could  be  built  in 
about  six  weeks'  time  at  a  town  some  distance  away 
in  an  adjoining  state,  where  an  adequate  labor  supply 
can  be  readily  secured. 

This  suggestion  is  considered  an  excellent  one  for 
several  reasons.  In  the  first  place,  the  A.  B.  C.  Com- 
pany has  always  employed  a  number  of  carpenters 
and  general  repair  men,  who  could  generally  supervise 
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the  construction  of  the  new  plant,  thus  greatly  reducing 
the  cost  of  building.  Further,  it  would  be  possible  for 
the  company  to  send  some  of  its  idle  machinery  to  the 
new  plant.  Also,  as  the  job  could  be  put  through  in 
a  hurry,  it  is  practically  certain  that  the  company 
could  thereby  keep  itself  in  a  strong  position  with  the 
trade  because  of  its  ability  to  fill  their  orders  more 
promptly.  . 

Mr.  C,  who  controls  the  purchasing  end  of  the 
business,  has  troubles  enough  of  his  own,  and  takes 
no  very  active  part  in  the  discussion  of  policy.  He 
feels,  however,  that  it  might  be  better  merely  to 
declare  a  small  dividend  at  the  present  time,  which 
would  not  make  necessary  the  payment  of  additional 
dividends  to  the  preferred  stockholders.  He  then 
advises  waiting  until  the  end  of  the  year  before  taking 
.any  other  definite  steps. 

Mr.  D.,  a  junior  officer  of  the  company,  has  still 
another  plan  to  present.  He  suggests  that  since  their 
subsidiary  company  is  so  successful  in  quantity  output 
and  speedy  production,  though  the  quality  tends  to 
suffer  somewhat,  it  would  be  well  to  divide  the  oper- 
ations of  the  A.  B.  C.  Company,  which  turns  out  two 
grades  of  shoes,  so  as  to  give  all  the  low-grade  work 
to  the  subsidiary.  The  subsidiary  plant,  however,  is 
already  working  to  full  capacity,  and  the  congestion 
could  not  be  relieved  by  this  change  in  policy  unless 
an  addition  were  made  to  the  plant.  Hence,  D. 
advises  that  the  cash  now  on  hand  be  spent  for  ex- 
tending the  plant  of  the  subsidiary  company. 

Mr.  E.,  who  is  only  slightly  interested  as  a  stock- 
holder but  whose  opinion  is  usually  given  some  weight, 
advises  a  still  different  policy.  He  thinks  that  it 
would  be  better  to  conserve  the  cash,  probably  paying 
no  dividends  at  present,  or  at  any  rate  a  very  low 
dividend.  He  suggests  that  the  filling  of  orders  might 
be  speeded  up  by  letting  out  more  of  the  work  of  the 
A.  B.  C.  Company  to  some  of  the  other  shoe  companies 
whose  plants  are  largely  idle. 
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Such  is  the  Une-up  of  opinion  in  the  directorate  of 
the  A.  B.  C.  Company  at  the  end  of  July,  1921.  No 
action  has  yet  been  taken.  Mr.  A.,  the  heaviest 
stockholder,  is  still  vigorously  contending  for  the 
high  dividend.  He  has,  however,  now  agreed  with 
B.  and  D.  that  some  kind  of  an  expansion  should  be 
made  in  order  to  enable  the  A.  B.  C.  Company  to  fill 
its  orders  more  rapidly.  This  he  thinks  should  be 
provided  for  by  borrowing  money  or  by  selling  more 
preferred  stock. 

Questions 

1.  Give  your  reasons  specifically  for  agreeing  or 
disagreeing  with  any  one  of  the  conflicting  points  of 
view  expressed  by  the  directors. 

2.  If  the  decision  of  the  matter  should  be  left  in 
your  hands  as  an  impartial  arbiter,  what  pohcy  should 
you  advise  the  A.  B.  C.  Company  to  follow, 

(o)  With  respect  to  declaring  any  dividend  at  all? 

(b)  With  respect  to  the  amount  of  the  dividend 
declared? 

(c)  With  respect  to  relieving  the  present  conges- 
tion in  the  A.  B.  C.  Company's  plant? 

3.  Would  your  answer  be  any  different  if  the  pre- 
ferred stock  provisions  did  not  have  to  be  considered? 

4.  As  a  preferred  stockholder,  how  would  you  feel 
about  the  matter? 

5.  Though  this  company's  bank  has  not  yet  been 
consulted,  what  advice  do  you  think  it  would  give  on 
the  questions  raised?    Why? 
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Problem  203 
How  Large  a  Surplus  Should  a  Concern  Have? 

An  officer  of  a  large  investment  house  was  on  one 
occasion  asked,  "How  large  a  surplus  should  the 
average  industrial  concern  build  up  out  of  earnings?" 

As  he  was  uncertain  what  answer  should  be  given, 
he  accordingly  made  a  study  of  the  actual  surpluses 
shown  by  fifty-seven  leading  industrial  concerns  in 
the  United  States  at  the  end  of  1918.  These  concerns 
were  all  engaged  in  different  kinds  of  enterprise  and 
their  combined  balance  sheet  showed  total  assets  of 
14,641,287,412.  It  was  further  found  that  the  com- 
bined balance  sheets  disclosed'  a  surplus  equivalent 
to  18.11  per  cent  of  the  total  assets  (or  liabilities.) 
As  a  result  of  these  computations,  the  answer_  was 
made  to  the  inquirer  that  obviously  from  15  per  cent 
to  20  per  cent  would  be  a  very  satisfactory  proportion 
which  the  surplus  should  bear  to  the  total  assets. 

A  later  study  of  the  companies  whose  balance  sheets 
were  included  in  the  analysis  made  by  the  investment 
house,  reveals  the  fact  that  by  June,  1921,  seven  of 
these  corporations  had  passed  both  common  and  pre- 
ferred dividends,  nine  others  had  passed  their  common 
dividends,  two  had  reduced  their  common  dividends, 
while  three  had  never  paid  dividends  on  their  common 
stock,  and  one  had  been  absorbed  by  another  company  in 
order  to  avoid  bankruptcy.  This  entire  group  of' con- 
cerns was  composed  of  those  which  are  ordinarily  regard- 
ed as  among  the  financially  strongest  in  the  country. 

A  member  of  another  investment  house,  not  so 
large  but  even  more  conservative,  expressed  his  opinion 
to  the  effect  that,  in  the  long  run,  for  safe  financing  an 
industrial  concern  should  put  a  dollar  back  into  the 
business  for  every  dollar  paid  out  in  dividends  on 
common  stock.  This  opinion  is  based,  he  says,  on 
his  study  of  the  most  conservatively  financed  concerns, 
with  the  longest  record  of  success. 
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Questions 

1.  Based  on  the  evidence  given,  should  you  consider 
it  safe  to  assume  that  18.11%  of  the  assets  is  a  satis- 
factory surplus  for  an  industrial  concern  to  build  up? 

2.  Would  the  fact  that  a  third  of  the  companies  cited 
were  in  more  or  less  serious  financial  difficulties  in  the 
first  part  of  1921  influence  your  opinion  on  this  matter? 

3.  Would  you  agree  with  the  general  rule  laid  down 
by  the  second  investment  house? 

4.  Should  you  consider  it  more  or  less  desirable  for 
a  small  industrial  concern  to  build  up  a  comparatively 
large  surplus  than  for  the  same  policy  to  be  followed 
by  a  large  concern? 

5.  Do  you  see  any  reasons  for  following  a  different 
policy  in  regard  to  the  creation  of  a  surplus  for  a  public 
utility  company  than  for  an  industrial  concern? 

6.  How,  in  your  opinion,  should  a  surplus  be  in- 
vested? 

7.  Do  you  see  any  particular  disadvantages  which 
might  result  from  the  building  up  of  a  large  surplus 
in  a  business? 


Problem  204 

Shall  Competitors  Be  Bought  Up  with 

Surplus  Funds? 

The  Z.  Cotton  Manufacturing  Company  found 
itself  heavily  stocked  with  raw  cotton  at  the  time 
when  sales  began  to  slump.  The  management,  feeling 
less  optimistic  than  its  competitors,  began  to  protect 
itself  against  the  probable  drop  in  prices  by  selling  its 
cotton  for  future  delivery,  when  there  seemed  to  be 
no  market  for  the  finished  goods.     Accordingly,  within 
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a  few  months,  while  the  competing  mills  were  without 
orders  and  had  all  their  resources  tied  up  in  inventory 
bought  at  top  prices,  the  Z.  Company  had  cleared  out 
practically  all  of  its  inventory,  had  a  large  amount  of 
cash  on  hand,  and  was  ready  to  buy  raw  cotton  at  the 
bottom  of  the  market. 

The  president  of  the  Z.  Company  says  that  several 
questions  having  to  do  with  the  financial  policy  of  the 
company  are  now  being  considered  by  his  organization: 

A.  Shall  the  Z.  Company  cut  its  prices  on  cotton 
cloth  to  a  point  where  many  of  its  competitors  will  be 
forced  into  bankruptcy? 

B.  Should  the  Z.  Company  use  some  of  the  surplus 
funds  which  it  now  has  to  buy  out  its  failing  competi- 
tors? 

C.  Assuming  that  the  Z.  Company  is  agreeable  to 
purchasing  some  of  the  competing  mills,  provided  it 
can  get  them  cheap,  the  question  is  raised,  "When  is 
a  cotton  mill  cheap?" 

At  the  present  time  it  would  cost  two  or  three  times 
as  much  to  reconstruct  afpnill  as  before  the  war. 

(a)  Would  a  mill,  therefore,  be  worth  buying  if 
it  could  be  taken  over  at  the  pre-war  cost  of  repro- 
duction, less  depreciation? 

(b)  Even  if  this  low  figure  could  be  secured, 
would  it  be  a  wise  financial  policy  to  buy  out  com- 
petitors? 

Questions 

1.  What  advice  would  you  give  the  president  of  the 
Z.  Company  on  the  various  questions  raised  by  him? 

2.  If  you  do  not  advise  buying  up  competitors,  just 
what  would  you  advise  the  Z.  Company  to  do  with 
its  surplus? 

3.  Do  you  think  it  advisable  for  a  concern  to  follow 
a  "fluctuating"  dividend  policy,  or  is  it  wiser  to  keep 
the  common  stock  dividends  fairly  even  from  year  to 
year?  Does  the  nature  of  the  business  or  the  extent 
and  character  of  its  ownership  affect  your  decision? 
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IT  has  been  the  aim  of  this  book  to  deal  with  the 
common  financial  problems  of  the  small  and 
medium-sized  concerns.  Yet,  just  as  some  of  the 
greatest  advances  in  physiological  and  medical  science 
have  been  made  possible  by  the  examination  of  the 
abnormal  and  by  the  dissection  of  the  dead  body,  so 
it  is  frequently  easiest  to  illustrate  the  sound  principles 
of  Finance  by  calling  attention  to  the  difficulties  which 
result  when  these  principles  are  departed  from. 
Furthermore,  so  few  concerns  are  really  successful,  and 
so  many  of  the  smaller  ones  fail,  that  financial  diffi- 
culties of  some  sort  can  almost  be  said  to  be  a  very 
common  thing,  particularly  at  present.  It  is  hoped, 
therefore,  that  the  following  problems  will  help  to 
drive  home  the  lessons  which  the  preceding  problems 
have  been  meant  to  teach. 

404 
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Exercise  No.  VI 

What  Has  Been  the  Actual  Financial  Position  of  Business 
Concerns  at  the  Time  of  Failure,  Classified  According  to  the 
Nature  of  the  Business,  and  What  Dividends  Have  the  Credi- 
tors Received? 

The  following  letter  has  been  received  from  the 
partner  of  a  large  investment  house : 

I  am  very  interested  in  securing  from  some  source 
statistics  covering  a  period  of,  say,  ten  years,  in  connection 
with  the  liquidation  forced  by  business  difficulties  of  various 
lines  of  jobbers  and  manufacturers.  I  thought  possibly 
this  might  come  under  your  research  work. 

In  order  to  make  myself  clear,  I  might  state  that  the  infor- 
mation I  am  seeking  is  along  the  following  lines:  Suppose 
a  wholesale  grocery  concern,  which  showed  Capital  and 
Surplus  of  $300,000,  Quick  Assets  of  $450,000,  Fixed  Assets 
of  $50,000  and  total  current  debt  of  $200,000  (these  figures 
indicating  a  ratio  of  2.25  of  Quick  Assets  to  Current  Lia- 
bilities), should  be  forced  to  Hquidate  through  conditions 
caused  by  crop  failures,  bank  failures  or  other  causes  beyond 
their  control,  what  has  been  the  average  results  of  the 
liquidations  in  respect  to  the  payment  of  the  indebtedness? 

I  took  this  matter  up  with  credit  insurance  companies 
and  also  with  both  of  the  large  mercantile  agencies,  but 
none  of  them  had  this  particular  information.  I  thought 
on  account  of  the  classification  risks  that  the  credit  insura-nce 
companies  would  have  it,  but  the  only  information  which  I 
could  get  from  them  was  that  in  their  experience  (which,  of 
course,  was  limited  when  compared  to  the  mercantile  agen- 
cies), they  had  found,  for  instance,  in  the  jobbing  lines  that 
hardware  liquidated  to  a  greater  extent  than  groceries. 

(By  consulting  the  records  of  the  local  Bankruptcy  Court  it  should 
be  possible  for  the  student  to  make  a  significant  study  of  this  problem. 
A  few  preliminary  suggestions  of  value  can  be  secured  from  the  Annual 
Number  of  Dun's  Review,  and  particularly  from  the  Annual  Report 
of  the  Attorney  General  of  the  United  States.) 


Problem  205 
The  General  Credit  Situation  in  1921 

About  the  middle  of  December,  1920,  the  "economist" 
of  one  of  the  large  New  York  banks  wrote  as  follows : 
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"The  position  of  most  large  businesses  is  exceed- 
ingly strong.  They  have  'ploughed  under'  a  very 
high  percentage  of  the  abnormal  profits  of  the  past 
five  years.  Additions  to  corporate  surpluses  made  out 
of  profits  have  been  incredible.  On  the  face  of  the 
record  more  than  $16,000,000,000  was  added  to  cor- 
porate surpluses  in  the  United  States  from  I9I4  to  the 
end  of  I9I9,  and  this  has  been  on  the  basis  of  exceed- 
ingly conservative  bookkeeping.  Unincorporated  busi- 
nesses have  added  very  much  more,  but  the  figures 
cannot  be  given.  The  most  conservative  bookkeeping 
policies  have  been  followed;  plant  and  other  fixed 
assets  have  been  generally  estimated  at  pre-war  values, 
while  betterments,  and  even  additions  to  plant,  have 
often  been  charged  to  '  cost '  rather  than  entered  into 
capital  account." 

At  practically  the  same  time  the  president  of  a  large 
credit  organization  wrote  as  follows : 

"We  have  all  heard  too  much  about  failures  and 
rumors  of  failures. 

"These  general  rumors  of  business  troubles  that  have 
been  circulated  so  freely  in  the  market  this  season  are 
an  absolute  insult  to  the  intelligence  of  the  average 
business  man  in  a  normal  state  of  mind.  I  happen  to 
have  direct  access  to  information  on  all  concerns  in 
every  branch  of  industry,  selling  their  notes  to  banks 
through  note  brokers.  It  might  be  of  interest  to  you 
to  know  that  4,395  concerns  offered  their  paper  in  the 
open  market  this  year.  Out  of  this  number,  the  notes 
of  only  thirty-one  concerns  have  been  withdrawn  from 
the  market,  after  being  offered,  for  credit  reasons. 

"At  least  fourteen  of  these  have  had  no  trouble  at  all. 
Their  direct  banking  connections  were  found  sufficient 
to  take  care  of  their  requirements  and  their  paper  was 
withdrawn,  as  the  ratio  of  quick  assets  to  liabilities 
was  not  quite  up  to  the  open  market  standard. 

"In  all  probability,  twelve  or  thirteen  of  the  remain- 
ing names  will  continue  without  interruption,  while 
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two  or  three  will  not  pay  in  full,  due  to  causes  that 
would  have  been  fatal  ultimately  under  any  circum- 
stances." 

In  connection  with  these  statements  the  following 
facts  should  be  borne  in  mind.  During  the  last  three 
months  of  the  year  1920  one,  of  the  leading  mercantile 
agencies  reports  3,498  business  failures  with  liabilities 
aggregating  $128,544,334.  In  amount  of  liabilities  this 
was  far  in  excess  of  any  previous  year  in  our  history,  not 
excepting  the  last  quarter  of  1893,  when  the  record  of 
failures  was  4,824,  with  total  habilities  of  $95,430,529. 
These  1920  failures  averaged  almost  twice  as  high  in 
individual  liabilities  as  in  any  previous  year  in  our 
financial  history.  During  the  first  six  months  of  1921 
the  same  agency  reports  9,035  failures,  with  aggregate 
liabilities  of  $310,671,000.  In  amount  of  liabilities  the 
failures  for  the  first  half  of  1921  have  been  about  two- 
thirds  greater  than  during  a  similar  period  in  any  pre- 
ceding year.  In  actual  number,  for  this  period,  the  fail- 
ures of  1921havebeen  exceeded  only  twice  in  our  history. 

In  addition  to  the  unprecedented  seriousness  of  fail- 
ures reported  during  these  nine  months,  there  have  been 
innumerable  extensions,  reorganizations  and  adjust- 
ments of  various  sorts,  which  have  saved  both  large  and 
small  businesses  from  going  bankrupt.  Some  of  these 
cases  are  commonly  known  in  the  financial  world,  such 
as  that  of  the  Goodyear  Company,  which  in  itself 
might  have  involved  an  excess  of  liabilities  over  assets 
amounting  to  at  least  $50,000,000,  had  it  been  allowed 
to  fail.  Innumerable  other  cases  are  being  quietly  han- 
dled by  the  banks  through  their  private  committees,  or 
by  mercantile  creditors  through  adjustments  of  various 
sorts.  In  fact,  the  writer  is  in  a  position  to  know  that 
the  actual  failures  during  the  period  mentioned  would 
probably  have  been  at  least  two  or  three  times  as  great 
as  those  reported,  had  it  not  been  for  the  unprecedented 
development  of  "financial  cooperation"  among  busi- 
ness concerns  and  the  banks  during  the  past  year. 

Statistics  available  by  the  end  of  June,  1921,  show 
that  about  seventy  of  our  large  and  well-known  and 
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supposedly  strong  business  companies,  practically  all 
engaged  in  manufacturing,  with  an  outstanding  capital 
stock  of  about  $1,000,000,000,  passed  their  dividends 
on  common  or  preferred  stock,  or  both,  during  the  year 
1921,  subjecting  the  stockholders  to  a  loss  in  income  of 
about  $25,000,000.  A  large  number  of  other  concerns 
passed  their  dividends  during  the  last  quarter  of  1920. 
In  addition  to  this  extensive  passing  of  dividends  by 
concerns  still  solvent,  a  very  large  number  of  com- 
panies have  either  reduced  their  dividends  or  paid 
them  in  stock  in  the  hope  that  future  earnings  may 
justify  this  poUcy. 

Finally,  it  should  be  noted  that  during  the  first  four 
months  of  1921  business  corporations  in  the  United 
States  issued  more  than  $1,000,000,000  in  new  securi- 
ties, about  two-thirds  of  which  was  said  to  be  for  the 
purpose  of  raising  "new  capital,"  and  the  remainder  for 
"refunding"  purposes.  However,  a  general  analysis  of 
the  situation  shows  that  by  far  the  greater  part  of  these 
issues  meant  "distress"  financing.  In  the  first  place, 
many  a  concern  was  forced  to  refund  outstanding  issues 
of  bonds  and  debentures  because  it  was  unable  to  main- 
tain the  ratio  of  current  assets  to  current  liabiUties  or 
of  total  assets  to  total  liabilities,  called  for  by  the  bond 
indentures.  Hence  there  was  no  alternative  but  to  do 
new  financing  or  become  bankrupt.  In  the  second 
place,  most  of  the  "new  capital"  issues  were  either  in 
the  form  of  debenture  bonds,  with  very  stringent  sink- 
ing fund  or  other  protective  provisions,  or  in  the  form 
of  mortgage  bonds.  In  fact,  some  of  the  largest  and 
supposedly  best  managed  corporations  were  forced  to 
issue  first-mortgage  bonds  in  order  to  secure  "new 
capital"  to  protect  their  current  position,  frequently 
because  of  the  protective  provisions  of  an  earlier  pre- 
ferred stock  issue.  Most  of  the  so-called  "new" 
financing  was  merely  a  change  in  the  nature  of  the 
obUgation,  from  banking  or  open  market  loans,  or  from 
notes  and  accounts  due  to  mercantile  creditors,  to 
mortgage  loans.  These  loans,  because  of  the  high  rates 
of  interest  at  which  they  were  floated  and  because  of 
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the  extremely  rigid  protective  features  introduced,  will 
in  many  instances  hamper  perfectly  solvent  concerns 
for  many  years. 

Questions 

1.  In  the  light  of  the  facts  which  have  been  given, 
how  do  you  explain  the  quoted  statements  made  by 
men  who,  from  the  nature  of  their  positions,  are  sup- 
posed to  be  in  intimate  touch  with  the  actual  financial 
situation? 

2.  Does  the  fact  that  the  notes  of  only  a  negligible 
proportion  of  all  concerns  selling  their  paper  on  the 
open  market  in  1920  were  withdrawn  for  credit  reasons 

.  after  being  offered,  throw  any  light  on  the  actual  credit 
situation? 

3.  Does  the  fact  that  large  amounts  were  added  to 
corporate  surpluses  in  the  United  States  during  the 
war  period  argue  for  the  solvency  of  these  concerns? 
Why  or  why  not? 


Problem  206 
Will  Failures  Increase  as  Industry  Revives? 

In  the  spring  of  1921  the  following  statement  ap- 
peared in  the  financial  columns  of  the  New  York 
Evening  Post: 

"While  trade  is  dull  and  producers  and  dealers 
seem  content  to  drift  along  and  merely  take  care 
not  to  rock  the  boat,  many  leaky  business  craft 
can  manage  to  keep  afloat,  but  when  the  tide  turns 
and  it  becomes  necessary  to  quit  bailing  and  take 
to  the  oars  such  concerns  will  be  submerged. 
Many  firms  that  are  able  to  hold  together  in  a 
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slack  season  will  later  succumb  to  the  blows  of 
their  more  vigorous  competitors.  This  will  raise 
the  rate  of  business  mortality  for  a  short  time,  but 
this  should  not  be  regarded  as  a  bad  sign.  It 
means  the  elimination  of  the  unfit,  and  the  result- 
ing failures  are  the  cost  of  progress." 

Question 
Do  you  believe  that  the  above  reasoning  is  correct? 
Why? 


Problem  207 

How  Far  Should  Creditor  Cooperation  Be    Carried 

IN  Critical  Periods? 

"Cooperation  among  creditors  has  unquestionably 
gone  a  long  way  towards  ameliorating  failures;  and 
the  wisdom  of  a  liberal  policy,  on  the  part  of  creditors 
at  present  is  generally  accepted.  The  suggestion  is 
ventured,  however,  that  an  attitude  of  leniency  is 
detrimental  to  the  mutual  interests  of  both  debtor 
and  creditor. 

"Some  of  those  who  are  now  asking  the  indulgence 
of  their  creditors  were  enormously  prosperous  during 
the  upswing  in  prices.  Instead  of  building  up  a  sink- 
ing fund  or  other  surplus,  they  made  additions  or 
alterations  to  plant,  or  overexpanded  their  business. 
The  result  has  been  that  the  outgoing  tide  finds  them 
well  up  on  the  beach.  They  do  not  accept  their  situ- 
tion  as  the  natural  sequence  of  their  own  improvidence 
and  of  an  era  of  abnormally  high  prices. 

"A  manufacturer  should  not  be  expected  to  perform 
a  banking  function  and  cannot  do  so  profitably,  even 
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at  the  banker's  rate  of  interest.     Too  much  is  taken 
for  granted  by  some  embarrassed  debtors." 

(Reference:     Credit  Monthly,  June,  1921,  p.  32  ff.) 

Question 
1.  Should  you  consider  it  a  wise  pohcy  for  creditors 
to  invariably  press  those  concerns  whose  present 
financial  difficulties  are  the  result  of  war-time  over- 
expansion  or  failure  to  build  up  adequate  reserves,  and 
the  like  causes. 


Problem  208 

Improving  the  Credit  Position  of  a  Small,   Closely 

Owned  Concern  by  Juggling  the  Securities 

An  old  Massachusetts  shoe  manufacturing  concern 
whose  stock  is  closely  held  by  a  few  individuals,  owing  to 
abnormal  conditions  prevailing  during  1920,  found 
its  surplus  (accumulated  during  several  years  of  suc- 
cessful operation)  completely  wiped  out,  and  a  large 
deficit  showing  on  the  asset  side  of  the  annual  state- 
ment. This  company  had  always  enjoyed  a  good  repu- 
tation and  was  considered  to  be  very  conservatively 
managed.  Its  paper  was  readily  sold  on  the  open 
market,  supported  by  well-balanced  figures  reflecting 
good  earnings.  The  unfavorable  financial  statement 
would  hereafter  prevent  the  company  from  placing  its 
paper  on  the  open  market,  although  it  was  perfectly 
solvent,  having  ample  assets  to  meet  its  liabilities. 

To  meet  the  situation,  the  few  stockholders  agreed 
to  cancel  1100,000  of  the  common  stock  which  they 
held.  This  enabled  the  company  to  wipe  out  its 
deficit  and  to  draw  up  a  new  statement  making  a 
more  attracti\'e  showing. 

The  following  figures  show  approximately  the  con- 
dition of  the  company  before  and  after  stockholders 
had   donated   $100,000   of  the  common  stock,   which 
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was  canceled,  and  after  an  additional  issue  of  $25,000 
preferred  stock  exchanged  for  a  note  held  by  one  of 
the  officers  of  the  company  for  money  loaned  by  him 
to  the  corporation. 

Assets 

Before  After 

Cash $57,000       157,000 

Receivables 86,000         86,000 

Inventory 395,000       395,000 

1538,000     1538,000 

Plant 159,000  159,000 

Prepaid 20,000  20,000 

Patents 13,000  13,000 

Profit  and  loss  deficit 99,000       

$829,000  $730,000 

Liabilities 

Bills  payable $200,000  $200,000 

Accounts  payable 28,000  28,000 

$228,000  $228,000 

Due  to  endorser 50,000  25,000 

$278,000  $253,000 
Capital  Stock : 

Preferred 125,000  150,000 

Common 426,000  326,000 

Surplus 1,000 

$829,000  $730,000 

Questions 

1.  What  was  the  real  significance  of  this  action  on 
the  part  of  the  stockholders? 

2.  Should  you  now  expect  it  to  be  possible  for  this 
concern  to  secure  additional  credit? 

3.  Granting  that  most  of  the  bills  payable  are  com- 
mercial paper  loans,  and  since  these  loans  cannot  be 
renewed  at  maturity,  should  you  expect  this  company's 
bank  to  be  willing  to  lend  an  amount  sufficient  to  pay 
the  maturing  commercial  paper? 

4.  Does  this  problem  suggest  any  particular  advan- 
tages which  may  accrue  in  times  of  financial  stress  to 
the  closely  owned  business? 
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Problem  209 

Improving  the  Current  Position  by  a  Readjustment 

OF  Ownership 

The  A.  Company,  engaged  in  the  paper  and  pulp 
business,  was  rapidly  expanding  and  always  suffered 
from  the  lack  of  working  capital.  Toward  the  end 
of  1915,  when  it  was  necessary  to  make  out  the  annual 
financial  statement,  the  company  found  that  its  cur- 
rent assets  were  not  enough  in  excess  of  its  current 
liabilities  to  enable  it  to  borrow  from  the  banks.  The 
ratio  was  about  1.25  to  1. 

It  should  further  be  explained  that  the  A.  Company 
owned  extensive  timber-lands,  owned  the  entire  capital 
stock  of  a  subsidiary,  the  B.  Company,  having  a  par 
value  of  $500,000,  and  one-half  of  the  capital  stock  of 
a  small  semi-defunct  company,  C.  The  other  half  of 
the  C.  Company  stock  was  owned  by  one  of  the  stock- 
holders of  the  A.  Company,  who  also  owned  a  consider- 
able amount  of  timber-land. 

The  A.  Company  had  outstanding  first-mortgage 
bonds  on  its  plant  and  timber-lands.  The  indenture 
of  these  bonds  provided  for  the  release  of  any  portion 
of  the  property  originally  covered  by  the  mortgage 
and  the  substitution  therefor  of  cash  or  of  other  prop- 
erty at  75  per  cent  of  its  cost  or  value,  whichever  was 
lower.  After  puzzling  over  the  situation  for  some 
time,  the  president  of  ,the  A.  Company  decided  to 
improve  his  current  position  in  the  following  manner : 

The  stockholder  who  owned  one-half  of  the  stock 
of  the  C.  Company  was  persuaded  to  sell  a  large  amount 
of  his  timber-lands  to  the  C.  Company,  and  the  A. 
Company  agreed  also  to  sell  an  equal  amount  of  its 
timber-lands  to  the  C.  Company.  The  aggregate 
value  of  the  lands  thus  to  be  sold,  at  a  fair  valuation 
amounted  to  several  hundred  thousand  dollars.  Pay- 
ment for  the  lands  was  made  by  issuing  first-mortgage 
bonds  of  the  C.  Company  to  the  A.  Company  for  its 
portion  of  the  timber-lands,  while  the  stockholder 
agreed  to  take  second-mortgage  bonds,  plus  a  10  per 
cent  bonus  in  second-mortgage  bonds,  for  his  portion  of 
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the  timber-lands  sold  to  the  C.  Company.  The  first- 
mortgage  bonds  were  readily  marketed  by  the  A.  Com- 
pany, which  thus  secured  $500,000  in  cash  and  was 
able  to  show  a  very  creditable  current  position  at  the 
end  of  the  year.  In  order  to  comply  with  the  pro- 
visions of  its  mortgage  indenture,  the  A.  Company 
dissolved  the  B.  Company,  whose  stock  it  owned,  and 
substituted  the  physical  property  of  the  erstwhile  B. 
Company  for  the  timber-lands  sold. 

Questions 

1.  Is  this  method  of  raising  working  capital  to  be 
approved  from  the  point  of  view  of  the  lending  banks? 

2.  From  the  point   of  view  of  the  A.  Company, 
examine  me  strength  or  weakness  of  the  steps  taken. 


Problem  SIO 

The  Part  Which  Protective  Provisions  Surrounding 

A  Security  Issue  May  Play  in  a  Company's 

Sola'ency 

The  ....  Company  has  sufficient  inventories  on 
hand  to  take  care  of  its  normal  manufacturing  pro- 
gram for  six  months.  However,  sales  have  almost 
wholly  stopped  and  it  is  probable  that  business  will 
not  pick  up  again  for  at  least  three  months.  If  the 
company  should  shut  down  completely,  its  overhead 
expenses  would  still  be  $250,000  per  month  and  there 
is  very  little  cash  in  the  treasury.  The  direct  labor 
expenses  when  the  plant  is  running  at  normal  capacity 
would  be  $75,000  per  month. 

The  net  quick  assets  of  this  company  early  in  1921 
were  $1,600,000.  The  current  habilities  amounted  to 
$500,000. 

The  company  has  outstanding  $1,000,000  in  de- 
benture bonds.     The   bond   indenture   provides   that 
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the  company  shall  maintain  net  quick  assets  equal 
to  at  least  150  per  cent  of  the  outstanding  debentures, 
and  that  failure  to  maintain  this  ratio  shall  constitute 
a  default,  in  which  case  the  bonds  shall  become  due  and 
payable. 

Questions 

1.  Should  this  company  close  down  the  plant  or 
continue  to  operate  at  normal  capacity? 

2.  Do  you  see  any  method  of  avoiding  a  receiver- 
ship without  new  financing? 

3.  Assuming  that  the  company  has  outstanding 
$1,000,000  in  preferred  stock  instead  of  debenture 
bonds,  but  with  the  same  security  provisions,  would  its 
present  financial  difficulties  be  any  less  serious?     Why? 


Problem  211 

Avoiding    a   Serious   Financial   Dilemma   Through   a 

Debenture  Issue 

The  L.  Company  is  engaged  in  making  several 
types  of  machine  tools,  together  with  accessories. 
About  50  per  cent  of  the  business  in  volume  is  normally 
carried  by  the  accessories,  while  the  remainder  is 
divided  between  two  types  of  machines  for  which 
there  is  an  alternate  demand.  While  the  volume  is 
about  equally  divided  between  accessories  and  the 
machines,  about  80  per  cent  of  the  profits  are  ordinarily 
made  on  the  accessories,  which  normally  must  be 
bought  by  those  who  are  using  the  machines.  Before 
1914  the  business  of  this  company  was  relatively  un- 
profitable. In  this  year,  however,  the  management 
was  changed,  and  for  the  next  four  or  five  years  the 
concern  was  an  excellent  money-maker. 
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In  1919,  acting  on  the  advice  of  experts  in  the  field, 
the  management  decided  to  expand  its  plant  with  a  view 
to  providing  sufficient  room  for  manufacturing  in 
larger  quantities,  as  unit  costs  could  thus  be  con- 
siderably decreased  and  as  it  would  then  be  possible 
to  make  more  speedy  deUveries.  Orders  were  at  the 
time  booked  far  in  advance,  and  it  was  a  real  source 
of  annoyance  to  customers  that  they  had  to  wait  so 
long  to  have  their  orders  filled.  The  plant  was  ac- 
cordingly increased  in  size  until  the  balance  sheet 
item  for  real  estate  was  doubled. 

When  the  depression  in  this  line  of  business  became 
marked  about  the  middle  of  1920,  the  new  plant  was 
erected  but  was  not  yet  equipped  with  machinery 
and  fixtures.  Fortunately,  also,  no  commitments 
had  been  made  for  the  purchase  of  equipment.  The 
business  depression  found  this  company  in  July,  1920, 
with  an  inventory  larger  than  normal  in  quantity,  and 
naturally  from  two  to  three  times  larger  than  normal 
in  value.  In  August  there  was  a  sudden  change 
in  demand  for  the  machines  being  made,  which  left 
the  concern  with  a  very  badly  balanced  inventory. 
The  financial  situation  confronted  by  the  concern  may 
be  summed  up  as  follows: 

The  business  was  capitalized  at  $400,000  preferred 
stock  (cumulative  at  6  per  cent),  and  $350,000  com- 
mon stock.  Both  the  preferred  stock  and  common 
stock  were  held  largely  by  the  same  parties,  about 
thirty  stockholders  constituting  from  15  to  20  per 
cent  of  the  entire  number  of  stockholders  and  own- 
ing a  majority  of  the  stock.  There  was  no  mortgage 
on  the  plant,  the  expansion  having  been  financed 
through  personal  loans  of  several  well-to-do  stock- 
holders and  some  bank  loans.  The  volume  of  sales 
of  the  company  reached  a  peak  of  more  than  $600,- 
000  in  1919  and  shrank  very  rapidly  during  the  year 
1920,  until  during  the  last  quarter  there  was  an  ac- 
tual loss  in  operation,  after  interest  on  current  loans 
was  paid,  but  without  allowing  for  depreciation,  and 
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other  charges,  of  $30,000.  Preferred  dividends  were 
passed  at  this  time. 

In  December,  1920,  in  order  to  get  the  jump  on  its 
competitors,  who  it  was  thought  would  probably 
reduce  their  price  from  12  per  cent  to  15  per  cent,  a 
price  reduction  of  333^  per  cent  was  made  on  the  ma- 
chines manufactured.  No  reduction,  however,  was 
made  on  the  appliances,  which  were  almost  invari- 
ably sold  along  with  the  machines  or  to  those  who 
were  already  using  the  same.  This  reduction,  of  course, 
tended  to  hasten  the  turnover  of  the  company's  in- 
ventory, even  though  at   a  loss. 

It  should  further  be  stated  that  the  company  had 
had  very  few  cancelations  of  orders  during  this  period, 
because  of  the  fact  that  it  sold  principally  to  18  or  20 
dealers  who  were  secured  by  contract  against  a  drop 
in  the  market,  provision  having  been  made  for  re- 
imbursing the  customer  in  case  of  price  reductions. 
Accompanying  this  guarantee  against  loss  from  price 
reduction  were  stipulations  as  follows:  (a)  a  dealer 
would  have  the  exclusive  right  to  sell  in  his  own  ter- 
ritory, (b)  he  should  not  handle  competing  goods,  and 
(c)  he  should  carry  a  complete  line  of  accessories. 

The  current  ratio  of  this  company,  which  in  January, 
1920,  had  been  more  than  2  to  1,  had  been  reduced 
to  a  httle  more  than  1  to  1  by  the  early  part  of  1921. 
The  current  liabilities  at  this  time  were  composed  as 
follows :  52  per  cent  due  to  home  banks,  20  per  cent  due 
on  note  to  large  stockholders,  and  the  balance  of  28 
per  cent  was  covered  by  open  accounts  in  the  trade, 
accrual  items,  and  the  like.  The  gross  business  of  the 
company  had  dropped  from  $600,000  in  1919  to  an 
estimated  160,000  in  the  first  half  of  1921.  Further, 
there  was  an  operating  loss  of  133,000  during  the  first 
quarter  of  1921,  and  a  probable  loss  of  $3,000  during 
the  second  quarter. 

The  problem  which  confronted  the  management 
in  the  spring  of  1921,  therefore,  was  apparently  either 
bankruptcy  proceedings  or  some  kind  of  financing 
which  would  improve  the  current  position  and  enable 
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them  to  pay  off  their  trade  creditors  and  part  of  their 
bank  loans  which  had  been  several  times  extended. 
The  following  plan  was  worked  out: 

The  company  offered  to  its  preferred  and  common 
stockholders  $300,000  in  10-year,  8  per  cent  debentures 
to  be  subscribed  to  in  cash  at  933^  or  to  be  taken  at 
par,  75  per  cent  in  cash  and  25  per  cent  in  preferred 
stock.  (The  preferred  stock  was  not  listed  on  any 
exchange  and  was  normally  very  inactive,  though 
there  had  been  a  few  recent  sales  at  about  45). 

The  results  of  this  offer  to  the  stockholders  were  as 
follows:  About  $95,000  of  debentures  were  sold  to 
about  30  of  the  heavier  stockholders,  two  of  whom 
did  not  own  any  preferred  stock.  Only  three  of  these 
stockholders  paid  for  their  bonds  partially  in  preferred 
stock  in  accordance  with  the  arrangement  made.  The 
others  paid  cash  at  the  rate  of  $93.50  per  $100  in 
debentures. 

This  financing  resulted  in  an  improvement  of  the 
current  position  by  about  $80,000,  brought  about  by 
the  exchange  of  the  stockholders'  notes  for  debentures 
to  the  extent  of  $50,000,  and  an  increase  in  cash  by 
about  $30,000.  In  all,  about  $10,000  in  preferred 
stock  was  retired. 

Questions 

1.  Was  this  company  justified  in  1919  in  expanding 
its  plant  for  the  reasons  given? 

2.  Was  it  a  wise  policy  for  this  company  to  have 
guaranteed  its  dealers  against  loss,  even  though  by 
so  doing  cancelations  were  generally  avoided? 

3.  Do  you  consider  that  the  company  adopted 
the  best  method  of  getting  out  of  its  present  financial 
difficulties? 

4.  Can  you  explain  why  only  three  of  the  stock- 
holders who  subscribed  to  the  debenture  issue  ex- 
changed their  preferred  stock  for  bonds  in  the  pro- 
portion allowed? 
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Problem  212 
Possible  Consequences  of  Heavy  Commitments 

When  prices  were  tending  rapidly  downward,  when 
purchases  were  falUng  off,  and  supposedly  good  con- 
tracts were  being  canceled,  the  A.  B.  Company,  a 
cotton-manufacturing  concern  of  high  repute,  found 
itself  in  the  following  financial  condition  so  far  as  its 
current  position  was  concerned: 

Quick  Assets 

Cash 1500,000 

Accounts  receivable 950,000 

Bills  receivable  (from  customers).  100,000 
Merchandise  inventory: 

Raw  material 1,500,000 

Semi-finished  goods 900,000 

Finished  goods 2,550,000 

16,500,000 

Quick  Liabilities 

Accounts  payable $275,000 

Notes  payable 2,825,000 

Reserve  for  taxes 140,000 

$3,240,000 

This  statement  indicates  a  current  position  of  more 
than  2  to  1,  which  in  a  good  cotton  mill  is  usually  con- 
sidered highly  satisfactory.  The  company  had  been 
making  money  during  the  first  half  of  the  year  1920, 
and  as  indicated  by  the  reserve  for  taxes  has  been 
highly  prosperous.  The  surplus  and  undivided  profits 
amount  to  $250,000.  As  a  result  of  the  caution  of 
the  management,  a  reserve  of  $300,000  has  been  set 
up  against  possible  depreciation  in  merchandise  in- 
ventory. The  capital,  all  paid  in,  amounts  to 
$3,000,000. 

Upon  investigation,  it  was  found  that  this  company 
had  earlier  made  commitments  to  purchase  cotton 
at  the  high  price  then  prevailing.  This  would  call  for 
the  payment  of  about  $5,000,000.  The  business  of 
this  concern  practically  closed  down  in  the  autumn 
of  1920,  while  the  price  of  cotton  inside  of  three  months 
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dropped  about  50  per  cent.  Even  though  there 
were  no  other  increase  in  Uabihties,  the  company 
would  be  subject  to  a  shrinkage  of  about  50  per  cent 
on  the  merchandise  inventory  which  it  had  on  hand 
in  August,  1920,  and  of  fully  50  per  cent  on  the  new 
cotton  which  it  was  under  contract  to  purchase.  In 
other  words,  if  the  mill  should  continue  to  take  in 
raw  cotton  according  to  its  agreement,  it  would  by 
the  end  of  the  year  increase  its  quick  liabilities  by 
about  $5,000,000,  while  its  quick  assets,  on  account 
of  the  shrinkage  on  the  merchandise  on  hand,  would 
have  increased  very  little,  if  at  all. 

Questions 

1.  If  you  were  the  president  of  this  company, 
would  you  have  canceled  your  contracts  when  you 
found  the  price  of  cotton  dropping  so  rapidly?  If  not, 
what  would  you  have  done? 

2.  As  the  banker  of  this  concern,  what  advice  would 
you  give? 


Pkoblem  213 
Threatened  Failure  Due  to  "Overbuying" 

The  .  .  .  Leather  Company  had  been  conserva- 
tively managed  over  a  period  of  years.  It  had  the 
highest  credit  rating  among  the  banks  and  the  trade. 
Its  stock  was  largely  held  by  a  few  wealthy  men, 
though  there  was  a  sprinkling  of  small  stockholders. 
Acting  on  advices  which  had  been  given  by  people  in 
the  trade  and  on  various  reports  by  the  United  States 
Department  of  Commerce,  the  company  invested  very 
heavily  in  inventories  in  1919,  placing  orders  for  a 
large  quantity  of  hides  from  the  Argentine.  The 
deliveries  came  in  gradually  after  several  months. 
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In  the  meantime,  on  account  of  the  credit  conditions 
prevailing  and  the  high  prices,  the  sale  of  shoes  was 
practically  stopped.  The  manufacturers  who  had  been 
placing  orders  with  the  leather  company  curtailed 
or  canceled  their  purchases,  so  that  in  less  than  a  year 
the  .  .  .  Company  was  left  high  and  dry  with  practi- 
cally no  working  capital  but  its  inventory,  which  earlier 
in  the  year  had  been  valued  at  about  $8,000,000. 
Late  in  1920,  however,  due  to  the  drop  in  the  price  of 
leather,  the  inventory  was  cut  in  half  and  the  company 
was  forced  to  take  a  loss  of  about  $4,000,000.  This 
loss  wiped  out  the  accumulated  surplus  of  years,  thus 
reducing  the  current  ratio  to  little  more  than  1  to  1. 
Notes  to  the  banks  for  large  amounts  were  coming 
due,  and  it  seemed  that  the  concern  would  be  thrown 
into  bankruptcy. 

It  was  apparent  that  now  when  hides  had  reached 
practically  the  lowest  price  in  history,  the  company 
might  be  able  to  recoup  some  of  its  earlier  losses  by 
buying  at  the  current  market  and  holding  for  higher 
prices.  Not  only  would  this  have  proved  a  safe  specu- 
lation, but  it  probably  would  have  been  possible  in  a 
year  or  two  to  effect  a  great  saving  on  the  cost  of 
production  by  purchasing  surplus  hides  now.  Under 
the  circumstances,  however,  this  policy  seemed  wholly 
impossible,  as  no  further  credit  could  be  secured. 

Question 
1.     What,  under  the  circumstances,  can  this  con- 
cern do  in  order  to  regain  a  solvent  position? 
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Problem  214 

How  Far  Should  the  Stockholders  Go  in  Their 

Attempts  to  Save  a  Company  from  Failure? 

The  National  Conduit  and  Cable  Company  was  or- 
ganized in  1917  out  of  previously  existing  companies 
which  had  apparently  been  successful.  Its  capitaliza- 
tion consisted  of  250,000  shares  of  no  par  value  common 
stock,  marketed  at  $35  per  share,  and  $5,000,000  first- 
mortgage,  sinking-fund,  ten-year,  6  per  cent  bonds. 
The  bond  indenture  provided  that  an  annual  payment 
of  $125,000  should  be  made  to  the  sinking  fund  for  re- 
tirement of  bonds,  either  by  purchase  in  the  open 
market  or  by  calling  by  lot  at  a  price  which  after  April 
1,  1919,  should  not  exceed  105  and  interest.  The 
indenture  also  provided  that  the  company  "shall  at 
all  times  maintain  net  quick  assets  at  a  figure  in  ex- 
cess of  the  aggregate  bonded  indebtedness." 

Almost  from  the  beginning  this  company  failed  to 
make  money,  though  its  various  balance  sheets  showed 
assets  ranging  from  fifteen  to  twenty  million  dollars. 
Its  net  sales  for  the  year  1920  were  $13,733,903,  as 
compared  with  sales  of  $10,557,836  in  1919.  On  April 
7,  1921,  the  following  notice  was  sent  to  the  bond- 
holders by  a  Protective  Committee  representing  the 
principal  bondholders: 

The  statement  of  the  financial  condition  of  the  Company 
as  of  December  31,  1920,  which  has  been  filed  with  the 
Trustee  pursuant  to  the  terms  of  the  mortgage,  shows  that 
the  Company  is  not  complying  with  its  covenant  to  maintain 
net  quick  assets,  as  defined  in  the  mortgage,  at  an  amount 
in  excess  of  the  outstanding  bonds,  which  at  that  date, 
amounted  to  $4,438,500  face  value.  The  deficiency  was  in 
excess  of  $900,000  according  to  the  statement  and  has  since 
increased. 

We  are  ad^^sed  that  the  Trustee  has  served  written  notice 
of  this  default  on  the  Company  and  that  the  period  of  grace 
will  expire  on  or  about  April  19,  after  which  date  remedies 
under  the  mortgage  may  be  invoked  against  the  Company. 

The  unfavorable  results  of  the  Company's  past  operations 
indicates  that  the  existing  deficiency  in  net  quick  assets, 
which  already  endangers  the  bondholders,  is  more  likely 
still  further  to  increase  than  to  diminish.    In  these  circum- 
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stances,  and  in  view  of  the  fact  that  the  liquidation  of  the 
Company  may  be  advisable,  it  is  important  that  the  holders 
of  the  First  Mortgage,  6  Per  Cent,  Ten-Year,  Sinking  Fund 
Gold  Bonds  unite  for  the  protection  of  their  interests.  The 
undersigned,  representing  a  large  amount  of  the  bonds,  have 
agreed  to  act  as  a  Committee  for  that  purpose. 

Sherman  &  Sterling,  Chaklbs  E.  Mitchell, 

Counsel.  President, 

The  National  City  Co. 
Sherman  Allen,  James  H.  Perkins, 

Secretary,  Montgomery  &  Co. 

No.  65  Wall  Street  William  0.  Gay, 

New  York  City.  W.  0.  Gay  &  Co. 

Committee. 
The  National  City  Bank  of  New  York,  Depositary, 
No.  55  Wall  Street,  New  York  City. 

About  the  same  time  a  committee  of  the  stock- 
holders was  endeavoring,  if  possible,  to  save  the  com- 
pany from  bankruptcy.  They  employed  an  engineer- 
ing firm  to  look  into  the  company's  finances  and 
prospects.  This  firm  estimated  that  if  $1,500,000  new 
money  were  put  into  the  concern,  it  could,  after  a  period 
of  six  months,  show  net  earnings  of  $500,000  a  year, 
which  would  be  sufficient  to  pay  their  interest  and  leave 
about  $1  per  share  for  the  stock. 

It  was  admitted  by  this  committee  that  the  National 
Conduit  and  Cable  Company  had  lost  $1,063,438  in 
1919  and  $1,222,752  in  1920.  In  fact,  the  balance 
sheet  as  of  December  31, 1920,  showed  a  profit  and  loss 
deficit,  accumulated  since  1917,  of  $3,178,869. 

In  the  face  of  this  situation  the  Stockholders'  Pro- 
tective Committee  recommended  that  the  stockholders 
put  up  the  extra  money  indicated,  amounting  to  about 
$6  per  share,  on  condition  that  the  bondholders  accept 
less  drastic  provisions  regarding  the  security  of  their 
bonds  than  now  existed.  Various  other  methods  were 
also  suggested  for  solving  the  difficulty  through  re- 
organization of  some  sort  which  would  improve  the  cur- 
rent position.  One  suggestion  was  an  8  per  cent  cumu- 
lative preferred  stock  issue.  Another  step  talked  of 
was  the  issue  of  a  new  mortgage  carrying  a  higher  rate 
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of  interest,  the  proceeds  of  which  might  be  used  to 
retire  the  bonds  already  outstanding.  At  this  time, 
however,  it  was  found  that  these  bonds  had  been  selling 
recently  on  the  open  market  at  60  and  that  the  common 
stock,  which  is  Usted  on  the  New  York  Exchange,  was 
quoted  at  from  13/^  to  2. 

Questions 

1.  What  light,  if  any,  does  this  problem  throw  on 
the  possible  financial  results  of  combinations? 

2.  As  a  bondholder,  what  course  would  you  follow? 

3.  Granting  that  the  bondholders  do  not  force  liqui- 
dation, should  you  advise  the  stockholders  to  put  up 
the  additional  amount  of  money  supposedly  needed  to 
save  the  situation? 

4.  Of  the  other  steps  suggested,  which  would  seem 
to  you  to  be  most  feasible? 

5.  What  do  you  expect  the  financial  future  of  this 
company  to  be? 


Problem  215 

Banker  Control  and  the  Credit  Problem  in  Times  of 

Financial  Stress 

The  Oak  Company  is  engaged  in  the  tanning  and 
handling  of  a  kind  of  leather  which  ordinarily  has  a 
very  good  market.  The  affairs  of  the  concern  have 
been  very  closely  kept,  inasmuch  as  the  chief  officers 
are  important  bankers  who  are  largely  using  their  own 
bank  for  financing  the  business.  Recently,  however 
(April  1,  1921),  on  account  of  rumors  which  have  been 
afloat,  some  of  the  banks  holding  the  commercial  paper 
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of  this  company,  as  well  as  some  which  had  redis- 
counted  their  commercial  loans,  began  to  make  in- 
quiries into  the  actual  financial  condition  of  the 
company.  Heretofore  the  excellent  reputation  of  the 
bankers  interested  in  the  concern  had  been  sufficient 
to  enable  the  company  to  sell  its  paper  on  the  open 
market  and  to  enjoy  the  rediscount  market  without  any 
question. 

After  much  difficulty,  the  following  statement  of 
condition  as  of  February  1,  1921,  was  secured: 

Statement  of  Oak  Company 
February  1,  1921 

Assets 

Cash $43,500 

Accounts  receivable 385,000' 

Merchandise 3,512,000 

Land  and  buildings 613,500 

Investments 93,500 

Prepaid  items 40,000 

$4,687,500 
Liabilities 
Notes  payable  for  borrowed  money 

(including  the  open  market) .  .  .   $2,364,000 
Accounts  payable  (including  trade 

acceptances)     155,500 

Reserved  for  taxes,  wages 47,500 

Dividends., 18,000 

Capital : 

Preferred  stock 1,250,000 

Common  stock 288,500 

Surplus 564,000 

$4,687,500 

The  outside  bankers  holding  the  paper  of  this  com- 
pany were  considerably  alarmed  at  the  situation  pre- 
sented. The  officers  of  the  bank  which  was  lending 
most  heavily  on  straight  commercial  loans  were  then 
appealed  to  for  information  as  to  how  the  affairs 
actually  were  standing.  However,  the  replies  were 
rather  elusive,  and  about  all  that  could  be  learned  was 
that  the  company  had  in  three  months '  time  reduced 
its  indebtedness  to  this  bank  by  $400,000,  though  it 
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was  admitted  that  practically  no  business  was  being 
done.  It  was  further  stated  that  there  was  normally, 
and  would  be  ultimately,  a  very  good  demand  for  their 
product  and  that  the  company  would  be  one  of  the  very 
first  to  profit  when  business  conditions  were  changed 
for  the  better.  The  opinion  was  given  that  unques- 
tionably the  company  was,  considering  business  con- 
ditions, in  a  very  satisfactory  condition  and  would 
soon  be  in  a  really  strong  position. 

On  the  same  day  that  this  information  was  received 
from  the  prominent  banker  who  was  financially  in- 
terested in  the  concern,  word  was  also  received  from 
a  former  minor  officer  of  the  company,  whose  record 
with  them  seems  to  have  been  unquestioned  and  whose 
reputation  with  his  present  employers  is  of  the  best, 
to  the  effect  that  he  knew  personally  that  the  larger 
part  of  the  inventory  of  this  company  was  unsalable, 
some  of  it  having  been  ruined  in  handling,  and  some 
having  seriously  depreciated  as  a  result  of  long  storage. 

The  problem  now  confronting  the  outside  banks  is 
whether  they  should  consent  to  renew  their  loans  and 
rediscounts,  as  the  company  is  obviously  not  in  a 
position  to  "clean  up";  and  the  problem  confronting 
the  banker  officers  of  the  concern  is,  what  steps  they 
shall  take  if  the  outside  banks  demand  their  money. 

Questions 

1.  From  an  analysis  of  the  statement  presented  what 
conclusions  do  you  draw  regarding  the  character  and 
capacity  of  the  management  of  this  concern? 

2.  From  the  problem  as  presented,  what  conclu- 
sions, if  any,  do  you  draw  regarding  the  advantages  or 
disadvantages  of  a  good-sized  industrial  company's 
having  for  its  officers  important  officials  of  banks, 

(a)  From  the  point  of  view  of  the  industry  itself? 
(6)  From  the  point  of  view  of  the  banking  community? 

3.  What  do  you  expect  the  financial  future  of  this 
concern  to  be? 
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Problem  216 

Difficulties  Arising  Through  Attempting  to  Finance 

AN  Expansion  by  Means  of  Current 

Loans  and  Dealer  Credit 

A  Chicago  confectionery  manufacturing  concern, 
with  prospects  of  excellent  business  ahead,  made  ex- 
tensive additions  to  its  plant  which  greatly  increased 
its  current  indebtedness.  Owing  to  the  general  slump 
in  this  particular  line  of  business,  they  were  caught 
with  a  large  amount  of  merchandise  which  they  could 
not  move,  and  were  pressed  by  their  creditors  who  had 
furnished  the  material,  labor  and  equipment  for  the 
plant  extension.  In  this  position  the  company  was 
unable  to  get  further  bank  credit,  unless  the  present 
large  creditors  would  be  willing  to  wait  for  their  money 
and  would  give  some  assurance  that  they  would  not 
push  their  claims  until  a  definite  future  date. 

The  company  then  issued  a  sufficient  amount  of 
three-year,  7  per  cent  notes,  secured  by  a  first  mortgage 
on  its  land,  buildings  and  equipment,  which  were 
accepted  by  some  of  the  large  creditors  in  settlement 
of  their  claims.  Others  were  sold  to  furnish  cash  to 
enable  the  company  to  continue  through  the  depres- 
sion prevailing  in  this  particular  industry. 

The  following  figures  show  the  condition  of  the 
company  before  and  after  placing  a  $245,000  mortgage 
on  its  plant  and  fixtures,  against  which  were  issued 
three-year  notes,  of  which  a  large  part  were  given  to 
creditors  to  settle  their  claims  on  account  of  new  con- 
struction and  equipment  furnished. 

Assets 

Before  After 

Cash $12,000  $8,000 

Receivables 67,000  125,000 

Inventory 153,000  169,000 

$232,000  1302,000 

Plant $592,000  $617,000 

Prepaid 49,000  24,000 

Capitalization  expense 67,000 

$873,000  $1,010,000 
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Liabilities 

Bills  payable $25,000  $15,000 

Accounts  payable 224,000  115,000 

Accrued 34,000  22,000 

$283,000  $152,000 

Mortgage  notes 245,000 

$283,000  $397,000 
Capital  Stock: 

Preferred $443,000  $443,000 

Common 44,000  44,000 

Surplus 103,000  126,000 

$873,000  $1,010,000 

Questions 

1.  Indicate  the  fundamental  mistakes  made  by  this 
company  before  they  got  into  financial  difficulties. 

2.  What  is  your  opinion  of  the  method  taken  by 
this  concern  to  secure  temporary  relief,  and  what 
do  you  expect  the  outcome  to  be? 

3.  As  a  mercantile  creditor,  would  you  have  been 
willing  to  have  your  claims  settled  in  the  way  indicated? 

4.  Should  a  commercial  bank  ever  knowingly  make 
loans  for  fixed  capital  purposes? 


Problem  217 

Shall  a  Strong  Concern  Which  is  the  Victim  of  Hard 

Luck  be  Allowed  to  Fail? 

The  Peerless  Confectionery  Company  of  Philadelphia 
had  outstanding  $340,000  in  preferred  stock  and 
$100,000  in  common  stock.  A  considerable  amount 
of  the  stock  was  still  owned  by  the  members  of  the 
private  banking  house  which  had  originally  financed 
the  concern.  No  new  financing  had  been  done  since 
the  outbreak  of  the  war.  The  business  of  this  com- 
pany was  very  well  managed  and  had  proved  to  be 
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extremely  profitable  during  the  war.  In  1919,  net 
earnings  before  the  payment  of  taxes  amounted  to 
more  than  $800,000.  After  the  payment  of  $250,000 
in  excess  profits  taxes,  net  earnings  available  for  divi- 
dends amounted  to  more  than  $550,000.  The  earn- 
ings of  this  year  were  typical  of  the  war-time  earnings. 
Some  of  the  common  stock  was  sold  early  in  1920 
at  $1,200  per  share. 

As  a  result  of  the  inconvenience  and  delay  which 
had  been  caused  largely  by  the  conservative  purchas- 
ing policy  of  this  company  during  the  preceding  year, 
as  well  as  because  of  the  great  difficulties  encountered 
in  securing  needed  commodities,  the  company  in  1920 
began  to  buy  more  raw  materials,  so  that  it  would  not 
have  to  turn  away  or  delay  its  orders.  Finding  that 
they  could  buy  more  cheaply  by  taking  a  whole  cargo, 
they  placed  a  large  order  for  cocoa  beans.  They  also 
purchased  sugar  and  peanuts  in  considerable  quan- 
tities. In  addition  they  committed  themselves  for 
these  large  purchases  at  war-time  prices. 

The  company's  affairs  became  seriously  involved 
because  of  the  strike  of  shipping  employees  early  in 
the  year,  which  resulted  in  holding  up  for  many  weeks 
some  of  the  shipments  which  they  were  to  receive. 
Consequently,  an  attempt  was  made  to  secure  addi- 
tional cocoa  beans  from  Europe  and  a  large  cargo 
was  contracted  for  in  Spain.  Immediately  after- 
wards, however,  there  was  a  serious  strike  and  a 
"revolution"  in  Spain  which  delayed  shipment  for 
several  weeks,  so  that  the  company  was  forced  to  pick 
up  some  large  shipments  elsewhere  in  order  to  carry 
on  its  business. 

The  outcome  was  that  late  in  1920  the  company  be- 
came stocked  up  with  an  unusually  large  amount  of  in- 
ventory, at  a  time  when  prices  were  rapidly  dropping 
and  business  was  speedily  declining.  The  result  of 
the  year's  operations  indicated  a  loss  due  to  cancela- 
tions, inventory  shrinkage,  and  the  like,  of  $1,400,000. 
Cocoa  beans  which  were  bought  at  193^-2  cents  per 
pound  in  1920  could  in  the  early  part  of  1921  be  pur- 
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chased  for  a  little  more  than  5  cents;  peanuts  which 
had  been  bought  in  large  quantities  at  14  to  15  cents 
per  pound  could  now  be  bought  at  about  3  cents, 
and  sugar  laid  in  at  223^^  cents  per  pound  could  be 
purchased  for  5  or  6  cents  per  pound. 

This  concern's  current  liabilities  early  in  1921 
amounted  to  more  than  $2,000,000,  the  major  part 
of  which  was  owed  to  the  banks  either  on  straight  com- 
mercial loans  or  on  banker's  acceptances  covering  the 
import  of  goods,  and  the  company  was  at  this  time 
practically  insolvent. 

Questions 
1.  Do  you  see  any  means  whereby  this  concern  can 
avoid  bankruptcy?    If  so,  what  steps  should  be  taken? 


Problem  218 

Attempting  to  Save  a  Concern  Engaged  in  the 

Cuban  Trade  by  a  Ftjrther  Extension 

OF  Bank  Loans 

The  Y.  Company  is  a  partnership  in  Baltimore 
engaged  in  the  shoe  jobbing  business.  It  is,  however, 
practically  a  "one-man  concern,"  having  in  1919  a 
net  worth  of  about  $300,000.  This  concern  did 
business  principally  with  foreign  countries  and  was 
particularly  interested  in  the  Cuban  export  trade. 
Early  in  1920  business  was  booming  in  Cuba  and  every- 
one was  spending  liberally.  In  fact,  most  of  the,  shoes 
were  being  shipped  to  Cuba  at  this  time,  and  the  banks 
apparently  considered  the  credit  of  a  concern  thus 
engaged  in  the  export  trade  particularly  good.  The 
company  accordingly  had  lines  of  credit  with  three 
banks  in  the  city  to  the  extent  of  about  $100,000  each, 
most  of  which  were  being  used  to  the  limit.  After 
the  "sugar  crisis"  came  in  the  autumn  of  1920,  the 
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concern  found  itself  at  the  end  of  the  year  in  the  follow- 
ing condition : 

Assets 

Inventory $190,000 

Receivables 400,000 

Cash 10,000 

Miscellaneous 10,000 

1610,000 

Liabilities 

Notes  payable  to  banks $300,000 

Accounts  payable , .    125,000 

Trade  acceptances  and  miscellaneous 

payables 25,000 

Partners'  capital 160,000 

$610,000 

Of  the  receivables,  approximately  $300,000  was  due 
from  customers  in  Cuba.  These  receivables  were  for 
the  time  being  practically  worthless.  It  was  perfectly 
apparent  that  only  a  small  proportion  of  them  would 
be  paid.  Further,  in  the  course  of  a  few  months,  fully 
one-third'  of  the  receivables  turned  back  into  mer- 
chandise as  the  company  managed  to  get  back  some 
of  the  goods  already  sold  to  customers  who  now  were 
bankrupt. 

During  the  first  five  months  of  1921  about  $50,000 
was  collected  from  Cuba.  This  was  used  to  cut  down 
the  bank  loans.  Also,  the  company  opened  up  several 
retail  stores  in  order  to  dispose  of  the  returned  mer- 
chandise at  a  great  sacrifice.  It  does  not  appear, 
however,  that  more  than  $25,000  can  be  realized  on 
the  $100,000  worth  of  merchandise  thus  being  disposed 
of.  So  far  as  the  inventory  in  this  country  is  con- 
cerned, the  home  market,  which  had  never  been  con- 
sidered seriously,  is  a  very  uncertain  element. 

A  number  of  the  smaller  mercantile  creditors  are 
now  pressing  the  company  and  threaten  to  throw  it 
into  bankruptcy.  The  banks,  however,  have  agreed 
to  loan  further  to  the  Y.  Company.  A  plan  is  now 
being  worked  out,  in  accordance  with  which  the  com- 
pany is   offering  to  pay  its  mercantile   creditors  a 
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"composition"  of  fifty  cents  on  the  dollar,  which  is 
probably  decidedly  more  than  the  dividend  which 
would  be  received  as  a  result  of  bankruptcy  pro- 
ceedings, since  all  unsecured  creditors  would  then 
share  alike.  The  bankers  think  that  they  will  ulti- 
mately be  able  to  work  out  of  their  difficulties,  though 
it  will  be  a  very  long  pull. 

Questions 

1.  As  a  financial  expert  analyze  the  financial  weak- 
nesses of  this  concern  in  its  period  of  prosperity. 

2.  Do  you  think  it  is  following  the  proper  method 
of  solving  its  present  problems? 

3.  As  a  mercantile  creditor,  would  you  be  willing 
to  accept  the  "composition"  offered? 

4.  As  the  manager  of  this  concern,  how  should  you 
expect  to  raise  the  money  to  pay  off  the  mercantile 
creditors? 

5.  What  is  your  opinion  of  the  policy  being  followed 
by  the  banks? 


Problem  219 

The  Management  of  a  Cotton  Manufacturing 

Concern  by  a  Bankers'  Committee 

A  banker  presents  the  following  problem : 

The  ....  Company  is  a  cotton  manufacturing 
concern  whose  principal  business  during  the  past 
year  or  two  has  been  the  manufacture  of  tire  fabric. 
The  following  statement  shows  the  condition  of  this 
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company  as  of  April  1,  1921,  at  about  which  time  they 
passed  into  the  hands  of  a  bankers'  committee: 

Statement  op  the   .    .    .   Company 
April  1,  1921 

Assets 
Cash  on  hand  and  on  deposit. . . .      $653,621 

Accounts  receivable 660,508 

Merchandise 3,189,136 

Current  Assets $4,503,165 

Real  estate  and  buildings 1,967,615 

Investments 639,115 

Prepaid  expenses 83,800 

Treasury  stock 52,531 

Goodwill 400,000 

$7,646,226 

Liabilities 
Notes  payable  for  borrowed  money  $2,710,000 

Accounts  payable 248,715 

Accrued  liabilities 49,255 

Taxes 150,000 

CurreM  Liabilities $3,157,970 

Capital : 

First  preferred $1,420,500 

Second  preferred 974,900 

Common 703,000 

Surplus 1,389,856 

$7,646,226 

In  addition  to  the  figures  given  above  the  company 
had  manufacturing  contracts  of  about  $12,000,000,  and 
had  outstanding  commitments  for  cotton  of  about 
$5,000,000,  against  which  they  had  advanced  $1,000,000, 
the  present  market  for  this  cotton  being  about  one- 
third  less  than  at  the  time  of  contract.  Under  ordi- 
nary conditions  their  cotton  contracts  would  have 
taken  care  of  their  business  for  about  four  months. 

The  company  were  borrowing  from  the  banks  about 
$2,160,000,  against  which  they  had  lines  of  credit 
with  their  banks  of  about  $2,200,000.  Besides  this, 
they  were  owing  for  paper  sold  through  the  brokers 
about  1550,000. 

The  company's  receivables  were  all  good  and  the 
merchandise   item   in   their   statement   included   the 
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$1,000,000  paid  against  cotton.  On  the  remainder  of 
the  merchandise  they  would  undoubtedly  have  to 
take  about  a  SSj^  per  cent  shrinkage.  The  item  of 
"investment"  was  practically  all  made  up  of  the 
stocks  of  subsidiary  companies. 

The  plan  of  agreement  put  through  by  the  Com- 
mittee was  substantially  along  these  lines : 

To  stop  paying  the  paper  placed  by  the  brokers, 
these  notes  to  rank  the  same  as  the  obligations  of 
the  company's  bankers.  The  banks  are  to  extend 
the  full  amount  of  loans  until  May,  1922,  with  in- 
terest at  8  per  cent.  Merchandise  creditors  are  to 
extend  until  November  1,  1921,  with  interest  at 
8  per  cent.  Cotton  and  yarn  people  agreed  to  post- 
pone delivery  until  May  1,  1922.  Whatever  cotton 
is  withdrawn  is  to  be  paid  for  by  a  preferred  obli- 
gation of  the  company  running  three  months,  for  the 
market  value  of  the  cotton  at  the  present  time. 
The  difference  between  this  price  and  the  contract 
price  is  to  be  covered  by  a  note  payable  May  1,  1922, 
and  ranking  equally  with  the  other  extended  notes  of 
the  company.  No  new  cotton  shall  be  bought  until 
all  existing  cotton  contracts  have  been  taken  up, 
unless  a  quality  different  from  that  contracted  for  is 
needed. 

Questions 

1.  Why  should  this  concern  have  been  taken  over 
by  the  banker's  committee? 

2.  What  is  your  opinion  of  the  equitableness  of  the 
plan  of  agreement  put  through  by  the  Committee? 
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Problem  220 

How  Shall  a  Company  be  Saved   feom   Bankruptcy, 

Part  of  Whose  Business  is  Good  and  Part  of 

Which  is  Being  Carried  on  at  a  Loss? 

The  S.  Leather  Company,  a  closely  owned  cor- 
poration, has  owned  and  operated  a  tannery  at  the 
city  of  W.  for  more  than  fifteen  years.  Its  practice 
was  to  tan  leather  on  contract,  and  also  to  buy  hides 
in  its  own  name  for  tanning  and  subsequent  sale. 
In  order  to  finance  its  operations,  the  company  was 
in  the  habit  of  issuing  drafts  to  be  accepted  by  bankers 
and  banking  corporations,  drawn  at  ninety  days'  sight. 
Sometimes  hides  in  the  warehouse  waiting  tanning 
operations  would  be  pledged  to  secure  the  acceptances, 
and  at  other  times  the  acceptances  would  be  made 
against  a  shipment  of  the  tanned  hides.  In  addition 
to  this  use  of  "bankers'  acceptances"  it  was  customary, 
also,  for  the  company  to  borrow  from  several  banks 
without  security. 

Late  in  1919,  the  market  for  leather  began  to  decline 
rapidly,  and  the  S.  Leather  Company  was  facing  the 
possible  loss  of  its  large  inventory,  together  with  the 
cancelation  of  orders  for  tanned  hides.  However, 
the  immediately  maturing  loans  were  renewed  and 
the  banks  carried  the  company  for  eleven  months 
longer.  During  this  time  the  leather  market  became 
exceedingly  dull,  so  that  the  secured  creditors  found 
themselves  with  box  leather  on  their  hands  which  had 
declined  in  value  to  an  unprecedentedly  low  figure  and 
for  which  there  was  practically  no  market  at  any  price. 

The  balance  sheet  of  this  company  for  December, 
1920,  shows  that  the  capital  was  badly  impaired;  cur- 
rent liabilities  at  the  time  exceeding  the  estimated 
current  assets  by  $26,000.  At  the  end  of  the  year, 
the  company  had  on  hand  a  large  stock  of  black  box 
leather,  but  in  addition  found  itself  with  a  considerable 
number  of  orders  to  do  tanning  on  contract.  It  owed 
the  banks  $465,000,  of  which  $125,000  was  considered 
"secured,"  as  there  was  back  of  the  debt  a  pledge  of 
box  leather  which  ordinarily  would  have  furnished 
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more  than  a  sufficient  margin  of  safety  for  the  loan. 
The  mercantile  creditors  were  comparatively  few  in 
number  and  their  claims  were  not  large. 

At  this  time  the  eight  interested  bankers  came  to- 
gether to  plan  for  a  reorganization  of  the  S.  Co.,  since 
it  had  no  money  with  which  to  carry  on  operations. 
Moreover,  on  account  of  the  decline  in  the  value  of 
the  property  and  the  probability  of  continued  decrease 
in  prices,  the  current  assets  were  estimated  to  be 
insufficient  to  liquidate  the  bank  obligations.  Even 
the  banks  which  had  demanded  pledges  of  leather 
now  really  found  themselves  in  the  position  of  un- 
secured creditors.  Consequently,  payment  of  a  large 
part  of  the  company's  obligations  would  have  to 
depend  upon  the  problematical  future  earnings,  if  it 
were  allowed  to  continue  in  business. 

Upon  investigation  it  was  found  that  the  stock  of 
leather  which  the  company  had  on  hand,  and  part  of 
which  it  had  pledged,  when  given  a  reasonable  market 
value  was  worth  not  more  than  75  per  cent  of  the 
advances  made  against  it.  On  the  other  hand,  the 
company  had  plenty  of  contracts  to  do  tanning  but 
not  money  for  carrying  on  the  operation,  whereas 
most  tanneries  found  it  difficult  at  the  time  to  se- 
cure orders  enough  to  keep  their  plants  in  operation. 

It  should  be  explained  that  this  "contract"  tanning 
was  carried  on  by  the  following  method.  The  hides 
were  shipped  on  consignment  to  the  S.  Leather  Com- 
pany, which  put  them  through  the  tanning  process 
and  then  sold  them,  receiving  5  per  cent  commission 
on  the  net  sales  price,  in  addition  to  being  paid  for 
the  cost  incurred  in  tanning.  From  the  proceeds  of 
the  sale  the  company  reimbursed  itself  for  tanning, 
took  its  selling  commission,  and  turned  over  the  bal- 
ance to  the  owners  of  the  hides.  There  had  been 
no  losses  on  the  contract  work  and  the  company 
had  always  promptly  paid  off  its[  debts  to  the  owners 
of  the  hides. 

The  question  which  the  bankers  now  had  to  face 
was  whether  the  business  should  be  allowed  to  con- 
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tinue,  in  the  hope  that  future  earnings  would  provide 
for  their  reimbursement,  or  whether  it  should  be 
wound  up  and  a  pro  rata  distribution  of  assets  be 
made  before  prices  of  leather  should  drop  further. 
If  the  company  were  to  be  allowed  to  continue  in 
business,  an  additional  loan  of  150,000  or  more  would 
have  to  be  made  immediately  in  order  to  allow  tanning 
operations  to  be  carried  on. 

Questions 

1.  Indicate  clearly  how  you  think  this  problem 
should  be  solved: 

(a)  From  the  point  of  view    of   the    mercantile 
creditors, 

(6)  From  the  point  of  view  of  the  company  itself, 
(c)  From  the  point  of  view  of  the  banks. 

2.  Would  your  answer  be  the  same, 
{a)  If  the  stock  were  widely  held, 

(6)  If  the  mercantile  creditors  were  numerous? 

3.  If  the  bank  loans  were  relatively  small  and  the 
"accounts  payable"  large,  what  would  be  your  solu- 
tion? 


Problem  221 

Bankruptcy  of  a  Small  Concern  and  Reorganization 

BY  Its  Bank 

The  M.  Company  was  a  one-man  concern  engaged 
in  making  elevators  and  dumb-waiters  as  well  as  in 
repair  work  on  elevators.  The  business  had  developed 
largely  out  of  original  repair  shop  work  until  it  had 
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become  a  very  prosperous  small  company  in  1918. 
The  owner  was  an  excellent  mechanic  and  a  man  of 
unquestioned  integrity. 

Owing  to  war  demands  practically  all  the  foundries 
which  supplied  castings  and  various  accessories  needed 
in  the  construction  of  elevators  were  busy  to  capacity 
and  had  orders  far  ahead.  The  M.  Company,  there- 
fore, found  it  almost  impossible  to  secure  needed  ma- 
terials, and  in  order  to  get  them  at  all  it  was  necessary 
to  pay  extremely  high  prices. 

Consequently,  the  owner,  having  more  land  than  he 
needed  for  his  assembling  plant,  decided  that  he  would 
himself  construct  a  small  foundry  to  supply  his  needs 
and  to  enable  him  to  expand  his  business  more  rapidly, 
without  any  of  the  uncertainties  and  losses  which 
seemed  inevitable  while  he  was  forced  to  "beg"  for 
his  materials.  Accordingly,  late  in  1919,  the  M. 
Company,  without  consulting  the  only  bank  from 
which  it  had  ever  borrowed,  and  which,  on  account 
of  the  war-time  prosperity,  had  been  scarcely  resorted 
to  by  the  company  for  loans  during  the  last  two  or 
three  years,  began  to  construct  a  foundry  which  it 
was  expected  would  cost  from  $40,000  to  $50,000. 
As  bills  came  due  covering  the  cost  of  construction, 
all  the  available  cash  of  the  M.  Company  was  used 
up,  and  they  also  began  to  put  off  some  of  their  credi- 
tors in  order  to  pay  the  new  bills  incurred  for  con- 
struction of  plant. 

Early  in  1920,  when  the  job  was  about  half  done, 
the  company  found  that  unless  they  could  raise  more 
money  they  were  in  danger  of  being  forced  into  a  re- 
ceivership by  their  various  creditors.  At  this  time, 
therefore,  they  appealed  to  their  bank  for  advice,  but 
their  current  position  was  so  weak  that  not  more  than 
a  few  thousand  dollars  additional  could  be  raised  on  a 
straight  commercial  loan.  Finally,  the  bank,  thinking 
that  the  M.  Company  would  probq,bly  work  its  way 
out  if  business  continued  to  be  reasonably'  good, 
agreed  to  take  a  first  mortgage  on  the  entire  plant  to 
the  extent  of  about  $35,000,  and  thus  tide  them  over 
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immediate  difficulties.  Within  a  few  months,  however, 
business  conditions  had  become  so  strained  that  the 
M.  Company  was  again  wholly  tied  up. 

The  bank  was  their  chief  creditor.  There  were 
in  addition  about  200  small  mercantile  creditors. 
The  approximate  financial  condition  of  the  company 
at  this  time  was  as  follows : 

Assets 

Plant,  etc $80,000 

Receivables 10,000 

Material  in  process 18,000 

$108,000 

Liabilities 

Capital  stock , $10,000 

Mortgage 35,000 

Notes  payable 40,000 

Accounts  payable 23,000 

$108,000 

In  view  of  the  fact  that  the  assets  still  apparently 
exceeded  the  liabilities  the  concern  was  not  yet  tech- 
nically bankrupt.  Consequently,  in  order  to  save  the 
business  if  possible,  an  equity  receivership  was  arranged 
by  the  chief  creditors  so  that  the  assets  might  be 
"conserved  and  increased"  for  the  benefit  of  all. 

The  manager  and  owner  of  the  business  then  en- 
deavored to  effect  some  kind  of  settlement  with  his 
creditors,  which  would  enable  him  to  continue  solvent. 
After  trying  different  plans,  he  finally  asked  them  to 
take  8  per  cent  cumulative  preferred  stock  for  the 
amount  of  their  claims  against  the  company.  This 
stock  was  to  be  redeemed  out  of  the  first  earnings  of 
the  company,  and  provision  was  to  be  made  whereby 
a  portion  of  the  issue  would  be  retired  every  six 
months.  It  was  necessary,  however,  that  all  the 
creditors  agree  to  this  "composition,"  as  otherwise  it 
could  not  be  made  legally  binding. 

Eventually,  95  per  cent  of  the  creditors,  both  in 
number  and  amount,  agreed  to  the  proposition,  but  one 
creditor  to  whom  the  company  owed  about  12,000,  and 
two  or  three  very  small  ones,  refused  to  give  their  as- 
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sent.  Hence  this  plan  could  not  be  carried  through. 
By  this  time,  however,  the  liabilities  had  slightly  in- 
creased. On  a  revaluation  there  was  enough  shrink- 
age in  the  assets,  particularly  in  the  "materials  in 
process,"  so  that  the  liabilities  somewhat  exceeded 
the  assets,  and  the  concern  was  now  actually'  insolvent 
beyond  a  doubt. 

Hence  the  case  was  taken  over  from  the  equity 
court  to  the  bankruptcy  court,  whereupon  the  lend- 
ing bank,  as  the  only  secured  creditor,  discovered  that 
an  offer  exactly  like  that  made  during  the  receivership 
would  be  legally  binding  if  accepted  by  the  majority  of 
the  creditors.  Inasmuch  as  it  appeared  that  on  any 
forced  sale  a  dividend  of  not  more  than  20  per  cent 
could  be  reahzed,  the  same  creditors  who  had  earlier 
agreed  to  the  composition  offer  of  preferred  stock  to 
the  full  extent  of  their  claims  again  accepted  the  offer. 
This  was  confirmed  by  the  court  and  thus  all  debts 
of  the  company,  except  the  mortgage  due  to  the  bank, 
were  paid.  The  technical  change  effected  really  re- 
sulted in  the  creation  of  a  new  companj'^  with  much 
greater  capital  and  no  current  liabilities. 

The  corporation  was  turned  back  from  the  bank- 
ruptcy court  to  be  managed  under  the  direction  of  a 
committee  of  three  trustees,  composed  of  the  principal 
creditors,who  were  to  exercise  supervision  over  its  affairs 
until  the  new  issue  of  preferred  stock  should  be  retired. 

In  order  to  reduce  the  overhead  and  to  gain  money 
for  a  more  speedy  retirement  of  the  stock,  the  trustees 
advised  that  the  foundry  be  sold.  They  were  fortunate 
in  finding  a  buyer  who  was  willing  to  pay  $27,000  for 
the  property,  a  sum  considerably  lower  than  the  actual 
cost,  but  which  would  have  been  very  satisfactory 
under  normal  conditions.  This  purchaser  agreed  to 
pay  from  $4,000  to  $5,000  annually  on  the  property 
taken  over,  and  gave  the  trustees  a  second  mortgage 
on  the  foundry  as  security.  The  bank  still  held  the 
first  mortgage  which  covered  the  entire  assets  of  the 
original  company.  The  trustees  were  also  given  by 
the  agreement  general  supervision  over  the  new  man- 
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agement  of  the  foundry,  in  order  to  see  that  the  assets 
were  not  wasted  by  the  owner  with  a  view  to  "milking" 
the  business  before  the  mortgage  should  be  paid. 

In  order  to  effect  further  economies,  part  of  the 
machine  shop,  which  was  now  really  too  large  for  the 
original  concern,  was  rented,  the  overhead  expenses 
were  substantially  cut,  and  the  owner  is  now  carrying 
on  almost  solely  the  elevator  repair  work,  and  the  like, 
which  requires  very  little  capital  to  be  tied  up  in  ma- 
terials. Accordingly,  at  present  practically  no  current 
obhgations  are  being  incurred  and  the  receivables  are 
turning  over  rapidly. 

In  this  connection  an  alternative  solution  of  this 
part  of  the  problem,  proposed  by  the  bank  member  of 
the  trustees,  should  be  mentioned.  He  suggested  that 
the  machine  shop  and  foundry  be  separated,  and  that 
the  latter  should  be  organized  into  a  new  corporation. 
In  accordance  with  this  plan  the  old  concern  would 
have  owned  49  per  cent  of  the  stock  of  the  new  corpo- 
ration, while  the  trustees  would  have  kept  the  bal- 
ance of  power  by  holding  temporarily  2  per  cent  of 
the  stock.  Thus  the  new  concern  could  have  been 
operated  separately  for  the  benefit  of  the  original 
company. 

Questions 

1.  In  view  of  the  steps  which  had  earlier  been  taken 
by  the  M.  Company,  should  they  have  expected  the 
bank  to  lend  them  money  on  a  mortgage? 

2.  Do  you  consider  that  it  was  good  banking  policy 
to  advance  money  in  this  way  at  this  time? 

3.  As  a  mercantile  creditor  would  you  have  been 
disposed  to  accept  preferred  stock  to  cover  the  full 
extent  of  your  claims? 

4.  What  is  your  opinion  of  the  method  actually 
followed  in  adjusting  the  company's  affairs? 

5.  Is  there  any  reason  to  expect  that  the  alter- 
native scheme  proposed  by  the  banker  trustee  would 
have  been  better  than  the  plan  actually  followed? 
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6.  Would  you  be  willing  to  sell  material  on  credit 
to  this  concern  as  reorganized? 

7.  What  do  you  expect  to  be  the  ultimate  results 
of  this  reorganization? 

8.  On  general  principles  do  you  consider  that  the 
business  was  worth  saving? 


Problem  2'22 

Readjustment  of  Debt  and  Capitalization  of  the 

GooDYEAH  Tire  and  Rubber  Company* 

Till  the  middle  of  1920  the  Goodyear  Tire  and  Rubber 
Company  was  considered  the  leading  factor  in  the 
automobile  tire  trade,  and  was  generally  supposed  to 
be  in  a  strong  financial  position.  However,  it  borrowed 
very  little  directly  from  the  banks,  depending  for  cur- 
rent financing  largely  on  the  commercial  paper  market. 
The  company's  salesmen  had  sold  nearly  $25,000,000 
worth  of  new  7  per  cent  preferred  stock  at  par  during 
the  summer,  much  of  the  stock  being  taken  by  small 
investors.  This  expedient  afforded  only  temporary 
relief.  With  an  oversupply  of  high-cost  inventory, 
and  a  rapid  decline  in  sales,  the  sharp  business  de- 
pression found  the  company  in  a  condition  in  which  it 
was  unable  to  meet  the  demands  of  the  situation.  The 
result  is  the  Readjustment  Plan  summarized  herein. 
This  plan  affords  an  interesting  example  of  the  recon- 

(*See  problem  124.) 
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struction  of  a  company's  financial  structure  without 
the  preliminary  step  of  a  receivership. 

History 

The  Goodyear  Tire  and  Rubber  Company  was  incorporated 
in  1898,  and  has  grown  to  be  the  largest  manufacturer  of 
rubber  tires  in  the  world,  besides  doing  a  large  business  in 
mechanical  rubber  goods,  such  as  hose,  belting,  packing, 
and  similar  articles. 

The  company's  operations  in  the  past  have  been  extremely 
successful,  and  its  growth  since  its  incorporation  has  been 
enormous.  One  year  ago  it  was  regarded  as  one  of  the 
eminently  prosperous  corporations  of  this  country.  The 
present  difficulties  are  generally  ascribed  to  the  tremendous 
and  rapid  expansion  program  undertaken  in  a  period  of 
inflation  which  culminated  in  the  investment  of  $54,000,000 
in  new  plants  and  subsidiary  enterprises  at  the  very  peak 
of  inflated  business  and  prices.  The  resultant  strain  on  its 
cash  resources,  coupled  with  huge  inventory  losses,  plunged 
the  company  into  virtual  insolvency. 

Property 

The  main  factory  of  the  company  is  at  Akron,  Ohio,  and 
the  plant  comprises  14  modern  and  well-equipped  buildings, 
with  a  total  floor  space  of  113  acres. 

In  addition,  the  company  maintains  stations  in  most 
of  the  large  cities  of  the  country,  and  through  stock  owner- 
ship controls  a  large  number  of  subsidiary  companies 
engaged  in  similar  lines  of  business. 

Earnings 
Below  is  given  the  income  account  of  the  company  for 
the  years  1916-1920,  inclusive. 

Yrs.  ended 

Oct.  31                        Sales  Net  Income 

1916  $59,122,281  $7,456,877 

1917  103,558,669  15,067,765 

1918  122,675,726  16,176,808 

1919  158,258,892  23,759,989 

1920  188,866,024  *10,384,908 

Capitalization — Prior  to  Readjustment 

7%  Preferred  Stock $65,082,600 

Common  Stock 61,000,000 

Total $126,082,600 

*As  of  October  31,  1920,  inventories  were  written  down  to  market 
values  by  a  deduction  from  this  figure  of  $9,970,000. 
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After  completion  of  readjustment 

First  Mortgage  8%  Bonds 130,000,000 

10- Year  8%  Debenture  Bonds 27,500,000 

Total  Funded  Debt $57,500,000 

Prior  Preference  8%  Stock $30,342,000 

7%  Preferred  Stock 65,082,600 

Management  Stock 10,000 

Common  Stock *1,000,000 

Total  Stock $96,434,600 

Total  Capitalization $153,934,600 

*Consistmg  of  1,000,000  shares  without  par  value  figured  at  $1.00 
a  share  in  this  capitahzation. 

Description  and  Distribution  op  New  Securities 

$30,000,000  20-Year  First  Mortgage  8%  Sinking 
Fund  Bonds.  This  issue  is  secured  by  a  first  mortgage 
on  all  the  fixed  assets  of  the  company,  and  by  pledge  of 
subsidiary  stocks.  The  entire  issue  will  be  redeemed  by 
sinking  fund  at  120  through  semi-annual  drawings  beginning 
November  1,  1921.  The  proceeds  from  the  sale  of  these 
bonds  are  to  be  used  in  part  to  retire  bank  loans,  and  in 
part  to  provide  working  capital. 

$27,500,000  10-Year  8%  Debenture  Bonds.  This  is 
the  total  authorized  issue  of  these  debentures  with  the  excep- 
tion of  $2,500,000  to  be  held  in  the  treasury.  Under  the 
Trust  Agreement  the  holders  of  these  debentures  will  be 
entitled  to  10  shares  common  stock  on  or  after  May  1,  1922, 
w  thout  additional  payment. 

A  cumulative  sinking  fund  is  provided  in  the  amount  of 
$1,500,000  a  year,  or  25%  (whichever  is  the  greater)  of 
any  balance  after  payment  of  interest  and  sinking  fund  on 
the  First  Mortgage  Bonds,  interest  on  Debentures,  and 
dividends  on  Prior  Preferred  Stock.  This  sinking  fund  will 
retire  bonds  up  to  110.  These  bonds,  or  proceeds  from  their 
sale,  will  be  used  in  settlement  of  that  part  of  the  com- 
pany's bank  debt  not  taken  care  of  by  the  proceeds  of  the 
First  Mortgage  Bonds. 

$30,342,000  Prior  Preference  8%  Stock.  This  amount 
is  to  be  presently  issued  out  of  a  total  authorized  issue  of 
$40,000,000,  the  balance  to  be  used  as  collateral  or  reserve 
for  creditors  not  yet  assenting  to  the  Plan.  This  stock  is 
entitled  to  8%  dividends  cumulative  from  January  1,  1921, 
before  any  dividends  on  the  Preferred  or  Common  Stock, 
or  before  the  redemption  of  any  Preferred  Stock.    The  stock 
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will  be  utilized  in  settlement  of  the  company's  merchandise 
debt. 

Before  dividends  may  be  paid  on  the  Preferred  or  Com- 
mon Stock  a  sinking  fund  is  to  be  provided  of  not  less  than 
8%  of  the  principal  amount  of  all  First  Mortgage  Bonds 
and  Debentures  retired  during  the  preceding  year. 

$65,082,600  7%  Preferred  Stock.  This  stock  is  to  be 
issued  in  exchange  share  for  share  for  the  present  Preferred 
Stock  now  outstanding  in  the  hands  of  the  pubhc.  The 
balance  of  the  authorized  issue,  $450,000,  will  remain  in  the 
treasury.  This  stock  is  entitled  to  7%  dividends,  subject 
to  the  rights  of  the  Prior  Preference  and  Management  stock. 

$10,000  Management  Stock.  This  stock  will  remain  in 
the  hands  of  a  banking  committee  composed  of  Messrs. 
Clarence  Dillon,  of  Dillon,  Read  &  Co.,  John  Sherwin, 
Chairman  of  the  Board  of  the  Union  Trust  Company, 
Cleveland,  and  Owen  D.  Young,  Vice-President  of  the 
General  Electric  Company,  or  their  successors.  The  right 
to  elect  the  majority  of  the'  Board  of  Directors  is  vested  in 
this  stock,  and  the  stock  is  entitled  to  maximum  dividends  of 
$30,000  a  year. 

1,000,000  Shares  Common  Stock.  This  stock  is  largely 
to  be  offered  in  exchange,  share  for  share,  for  the  old  stock 
now  outstanding. 

Questions 

1.  What  appear  to  you  to  be  the  real  causes  of  the 
Goodyear  Company's  financial  difficulties? 

2.  Criticize  this  Readjustment  Plan  from  the  follow- 
ing points  of  view: 

(a)  The  point  of  view  of  the  former  common 
stockholders, 

(b)  The  point  of  view  of  the  preferred  stock- 
holders who  bought  in  1920, 

(c)  The  point  of  view  of  mercantile  creditors, 

(d)  The  point  of  view  of  the  bankers.     , 

3.  Do  you  consider  any  of  .the  provisions  of  the 
"Readjustment"  too  drastic?  If  so,  which  ones,  and 
how  do  you  account  for  them? 
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4.  Would  it  have  been  a  wiser  policy  for  the  com- 
pany to  have  borrowed  more  heavily  from  the  banks 
in  normal  times?    Why? 

5.  Did  the  bankers  act  wisely  in  putting  the  presi- 
dent, Mr.  Seiberling,  entirely  out  of  the  organization? 

6.  What  do  you  expect  the  financial  future  of  the 
Goodyear  Company  to  be?     State  your  reasons  clearly. 

7.  What  are  the  essential  differences  between  the 
recent  financial  history  of  the  Goodyear  Company  and 
the  Ford  Company? 

(See  Problem  20) 


Phoblem  223 

A  History  of  the  Financial  Difficulties  and 

THE  Private  Reorganization  Plans  of 

A  Small  Automobile  Company 

The  O.  Automobile  Company  was  organized  before 
the  War  to  build  a  low-grade  car  selling  for  about 
$800.  Owing  to  the  type  of  car  and  to  the  name, 
which  was  of  foreign  origin  and  hence  not  satisfactory 
for  advertising  purposes,  the  pubUc  never  became 
particularly  interested  in  the  proposition.  Even  when 
the  make  of  car  was  changed  so  that  the  company  was 
putting  out  a  medium  to  high-grade  car,  beginning 
in  1918,  the  indifference  of  possible  buyers  continued, 
so  that  the  0.  Company  did  not  expand  as  rapidly 
as  the  better  automobile  companies.  Its  growth, 
however,  though  slow,  was  apparently  sure,  and  at 
the  end  of  1918  a  large  "surplus"  was  recorded  on 
the    financial    statement.     This    surplus    appears   to 
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have  been  partially  earned  and  partially  only  a  book 
surplus  resulting  from  a  mark-up  of  some  of  the  tan- 
gible assets.  It  seems  to  have  resulted  largely  from 
the  fact  that  no  dividends  were  ever  paid  on  the 
common  or  preferred  stock  of  the  company. 

The  end  of  1918  found  the  O.  Company  with 
an  abnormally  high  proportion  of  "accounts  receiv- 
able," largely  resulting  from  their  failure  to  receive 
prompt  payment  on  various  war  orders  which  they 
had  filled.  During  the  following  year  there  was  some 
improvement  in  the  current  financial  position,  though 
the  financial  statement  showed  an  abnormally  high 
amount  of  finished  cars  on  hand  as  well  as  a  great  deal 
of  inventory  of  other  sorts.  While  "accounts  re- 
ceivable" continued  to  decline,  the  relative  propor- 
tion of  inventory  increased  during  the  year  1920,  and 
the  cash  on  hand  became  constantly  less. 

Finally,  about  the  middle  of  1920,  the  O.  Company 
found  themselves  in  an  intolerable  financial  position, 
as  they  could  no  longer  finance  their  sales  in  the  usual 
way — that  is,  by  sight  drafts  on  the  dealers  to  whom 
they  sold.  This  situation  resulted  from  the  generally 
strained  credit  conditions  which  caused  the  Federal 
Reserve  banks  to  regard  automobile  loans  at  that 
time  as  in  the  highly  speculative  class  of  risks.  The 
actual  trouble  commenced  because  the  Federal  Reserve 
bank  of  one  of  the  middle  western  states  refused  to 
rediscount  the  automobile  "dealer  paper"  which  had 
already  been  discounted  by  member  banks. 

It  should  be  explained  at  this  point  that  for  some 
time  it  had  been  the  practice  of  the  O.  Company, 
when  hard  pressed  for  funds,  to  discount  the  sight 
drafts  drawn  on  western  automobile  dealers  at  its  local 
bank,  which  would  then  send  them  on  for  collection. 
However,  when  it  became  known  that  the  western 
banks  were  refusing  to  discount  the  "dealer  paper"  of 
this  automobile  concern,  the  local  bank  refused  to  con- 
tinue its  discounting  of  the  sight  drafts  on  the  ground 
that,  unless  the  dealers  could  raise  funds  by  discounting 
their  paper,  it  would  be  impossible  for  them  in  turn 
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to  honor  the  sight  drafts  of  the  manufacturer.  To 
heighten  the  difficulty,  also,  a  good  deal  of  friction 
resulted  between  the  producing  company  and  its 
western  distributors,  because  of  the  piling  up  of  de- 
murrage charges  on  shipments  of  cars  which  had  been 
made  and  which  were  not  turned  over  to  them  because 
of  their  inability  to  meet  the  sight  drafts.  This  fric- 
tion was  made  even  more  unpleasant  because  it  had 
been  the  policy  of  the  0.  Company  to  require  a  deposit 
of  from  10  to  15  per  cent  of  the  value  of  the  cars  at 
the  time  when  the  orders  were  placed,  and  in  most 
cases  the  demurrage  charges  rapidly  ate  up  the 
initial    deposit. 

In  the  face  of  all  these  difficulties  the  0.  Company 
continued  for  some  time  to  build  cars.  This  policy 
is  accounted  for  by  two  reasons.  First,  they  had 
unwisely  laid  in  a  large  inventory  which  was  now 
rapidly  falling  in  value  and  which  could  be  no  source 
of  income  to  them  until  the  cars  were  built.  Secondly, 
the  management  of  the  0.  Company  felt  that  the 
situation  would  be  bound  to  improve  by  the  end  of 
1920  or  early  in  1921,  and  planned  to  be  ready  to  supply 
the  trade  at  a  reasonable  figure  as  soon  as  the  period 
of  depression  should  turn  for  the  better. 

It  now  became  necessary  for  the  0.  Company  to 
give  trade  acceptances  for  any  new  material  which 
they  bought,  thus  losing  the  benefit  of  the  cash  dis- 
count. In  many  instances  they  also  took  up  ac- 
counts slightly  past  due  by  giving  trade  acceptances 
to  their  creditors.  When  these  acceptances  came  due 
they  usually  found  themselves  unable  to  make  pay- 
ment and  were  accordingly  forced  to  give  their  notes. 
Before  the  end  of  the  year,  also,  they  had  quadrupled 
the  small  mortgage  which  had  been  originally  placed 
on  their  real  estate,  and  had  in  this  manner  raised  a 
secured  loan  from  their  bank. 

In  spite  of  all  these  attempts  to  tide  the  O.  Company 
over  current  financial  difficulties,  their  condition 
became  worse  and  worse  with  the  general  business 
depression.     They    constantly   put   off   all   creditors, 
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the  payment  of  whose  accounts  could  be  postponed, 
and  under  the  circumstances  their  banks  would  not 
come  to  their  assistance.  The  officers  of  the  0.  Com- 
pany frequently  found  it  necessary  to  use  their  personal 
funds  in  order  to  meet  the  weekly  payroll. 

Consequently,  by  the  end  of  the  year  production 
had  temporarily  stopped.  Before  conditions  had 
reached  their  worst,  the  O.  Company  endeavored  to 
raise  cash  for  meeting  its  notes  payable  by  making 
a  financial  arrangement  with  the  R.  Motor  Company, 
in  accordance  with  which,  for  a  consideration  of 
1250,000,  the  O.  Company  would  agree  to  stop  build- 
ing its  own  motors  and  use  only  those  made  by  the 
R.  Motor  Company.  While  this  concession  might 
have  been  attractive  in  prosperous  times,  the  R.  Motor 
Company  now  naturally  stalled,  and  negotiations 
were  broken  off. 

Thus  the  O.  Company  came  to  the  beginning  of 
1921  with  its  mercantile  credit  very  seriously  en- 
dangered, with  its  bank  lines  practically  cut  off,  with 
cash  almost  wiped  out,  and  production  practically 
at  a  standstill.  It  had  even  been  impossible  to  get 
any  investment  house  sufficiently  interested  to  help 
in  floating  a  bond  issue,  the  proceeds  of  which  would 
have  been  used  to  furnish  working  capital. 

At  this  point,  the  management  of  the  0.  Company 
decided  to  take  the  only  chance  which  remained  be- 
tween them  and  absolute  failure  by  reorganizing  the 
old  company,  or  organizing  a  new  company,  changing 
its  name,  and  changing  the  type  of  car  made.  In 
order  to  effect  this  reorganization,  they  incorporated 
their  own  investment  company,  for  the  purpose  of 
selling  their  securities  in  small  amounts  to  a  widely 
diversified  list  of  purchasers. 

The  following  data  give  in  detail  comparative 
financial  statements  of  the  O.  Company  over  a  period 
of  three  years,  together  with  the  plan  of  reorganization, 
and  the  relation  of  the  securities  of  the  two  newly 
organized  companies  to  the  old  company,  as  drawn 
up  by  the  officers  of  the  company.     Some  of  the  mate- 
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rial  is  now  being  used  in  connection  with  the  private 
sale  of  stock. 


Financial  Statements  of  the  0.  Company^ 

Assets 

Dec.  31,  Dec.  31,  Dec.  31, 

1918  1919  1920=' 

Cash $102,644.46  $43,878.53  86,105.37 

Notes  receivable  of  custom- 
ers            21,531.48  7,649.61  7,649.61 

Accounts  rec.  of  customers. .         475,725.13  105,955.61  83,753.28 

Merchandise 

-Finished 132,980.22  310,816.31  260,096.34 

-Unfinished....           11,299.76  101,618.59  127,295.19 

-Raw 55,591.18  125,044.27  169,778.10 

-SuppHes 69,737.55  11,363.79  34,606.92 

Liberty  Loan  Bonds 18,900.00  56,150.00  41,150.00 

Quick  Assets $888,409.78    $762,476.71  $730,434.81 

Land— Buildings 353,887.17  349,623.37  621,000.00 

Machinery— Furn.— Equip..  505,294.91  492,718.92  531,743.33 
Investments  (Capital  Stock 

O.  Sales  Corp.) 40,000.00  40,000.00 

Deferred  charges — Prepaid 

items 4,727.22  2,267.58  12,244.65 

Total $1,752,319.08 $1,647,086.58 $1,935,422.79 


Liabilities 

Notes  payable  for  borrowed 

money $12,920.00      $24,950.00  $55,650.00 

Notes  payable  for  mdse 220,000.00 

Accounts  payable 281,451.03        47,430.75  27,374.38 

Sundries— Accruals 10,444.16        25,729.85  6,898.63 

Current  LiaUlities $304,815.19      $98,110.60  $309,823.01 

Mortgages  on  Real  Estate...  42,000.00        42,000.00  186,000.00 

Reserve  for  depreciation ...  .  209,733.20      250,811.21  322,464.43 

Reserves 12,666.83        12,675.27  12,675.27 

Capital:     Preferred 124,500.00      124,5P0.00  124,600.00 

Common 200,000.00      200,000.00  200,000.00 

Surplus 858,603.86      918,989.50  779,960.08 

Total $1,752,319.08 $1,647,086.58  $1,935,422.79 

Sales $831,191.67$1,011,101.08$1,285,308.46 

Net  Profits $3,946.92      $10,622.37 

'  Taken  from  the  Company's  books — not  certified. 

^  Estimated 
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Reorganization  of  the  0.  Company 
The  following  reorganization  schemes  are  proposed: 

Condition  on  October  1,  1920. 

Estimated  value  of  Current  Assets  based 
on  actual  inventory  at  current  market .  .  $737,329 .  44 

Current  liabilities 302,874.38 

Net  liquid  assets $434,455 .  06 

Permanent  investment  at  values  by  Amer. 
Appraisal  Co.,  preliminary  survey,  De- 
cember 17,  1920 $941,250.00 

Less  mortgages 186,000.00 

Net  equity  in  fixed  assets 755,250 .  00 

Total  net  worth $1,189,705.06 

It  is  indicated  by  The  American  Appraisal  Representa- 
tives that  the  detailed  appraisal  of  the  0.  Plant  will  show 
values  several  hundred  thousand  dollars  more  than  above. 

Present  Capitalization — 

Common  Stock $250,000 

Unissued 50,000 

Outstanding $200,000 

Preferred $250,000 

Unissued 125,500 

Outstanding 124,500 

Total $324,500 

Increase  capital  of  0.  Company  by  an  increase  of  the 
preferred  stock  to  $675,000.  Declare  stock  dividend  of  250% 
on  the  common  stock  payable  in  preferred  with  the  following 
result,  and  a  stock  dividend  of  27%  on  the  preferred  stock  to 
cover  the  accumulated  dividends  to  date. 

Common $250,000 

Unissued 50,000 

Outstanding $200,000 

Preferred '. $675,000 

Unissued 16,885 

Outstanding 658,115 

Total $858,115 

Exchange  0.  stock  for  stock  in  X.  Company  which  is  to 
be  organized  for  the  purpose  of  financing  and  operating  the 
0.  Company,  $240  par  value  of  X.  common  to  be  given  for 
each  $100  par  value  of  M.  common  and  $100  of  X.  preferred 
for  each  $100  of  0.  preferred.  After  stock  dividend  the  fol- 
lowing result  is  achieved.  The  original  subscribers  to  the 
stock  of  the  O.  Company  received  $100  of  0. 6%  preferred  and 
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$100  of  0.  common  stock  for  $100,  and  as  a  result  of  the  stock 
dividend  and  in  the  transfer  to  the  X.  Co.  will  receive: 

$100.00  O.  6%  pfd.  orig.  sub.— $100.00  X  8%  pfd.  $8.00  an'l  div. 

250.00  O.  6%  pfd.  st'k  div.—  250.00  X  8%  pfd.  20.00  an'l  div. 

■     27.00  O.  6%  pfd.  pfd.  div.—    27.00X8%  pfd.  2.16  an'l  div. 
100.00  O.  Com.  orig.  bonus—  240.00  X  Com. 

$477.00  To'l  0.  st'k  aft.  div.       $617.00  Total  val.  X.  $30.16  an'l  div. 

Which  means  that  the  present  0.  stockholders  will  re- 
ceive $617  worth  of  X.  stock  for  each  $100  they  originally 
invested,  and  preferred  dividends  of  $30.16,  or  30%  on  the 
original  investment  without  taking  into  account  any  dividend 
on  the  common  stock. 


Financial  Plan  of  the  X.  Company 

X.  Company — To  be  organized  for  the  purpose  of  financ- 
ing and  operating  the  0.  Company. 

Capital  1,000,000  shares  common,  par     $1.00 

250,000  shares  preferred,  par    10.00    8%  cumulative. 
Common  stock  to  be  distributed  $480,000  to  O.  stockholders  pro  rata. 

520,000  to   new   stockholders,   em- 
ployees, underwriters  and 
Investors'  Service  organ- 
ization. 
$1,000,000 

Preferred  stock  to  be  distributed  $658,115  to  O.  stockholders  pro  rata 

for  their  holdings  in  the 
O.  Co. 
225,000  to  Investors'  Service,  Inc. 
for  125,000  cash. 
1,616,885  to  new  stockholders  for  cash 
Total.  $2,500,000 

X.  Company  to  sell  immediately  upon  organization  to 
Investors'  Service,  Inc.,  $225,000  Referred  for  $125,000  cash 
to  secure  sufficient  cash  to  finance  sale  of  new  stock  and  to 
furnish  necessary  cash  to  0.  Co.  to  get  into  operation 
to  take  care  of  the  spring  demand  for  automobiles.  All 
money  advanced  to  the  O.  Company  by  the  X.  Company 
will  be  in  the  forms  of  loans  secured  by  bond  issue  to  be 
placed  on  the  O.  plant,  equipment,  etc. 

The  preferred  stock  of  the  X.  Company  to  be  sold  to 
the  pubfic,  it  is  estimated  will  be  sold  at  a  maximum  cost 
of  22%,  with  the  result  that  the  $1,616,115  par  value  pre- 
ferred will  be  sold  at  a  minimum  of  78%,  or  $1,287,390  cash, 
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with  following  result  in  the  financial  condition  of  the  X.  Co. 
after  giving  effect  to  this  financing: 

Assets  Liabilities 

Cash 

From  Investors'  Serv.      $125,000.00      Preferred $2,500,000.00 

From  pfd.  stock  sales.    1,261,170.30      Common 1,000,000.00 

O.  common 200,000.00      Surplus 531,590.06 

O.  preferred 658,115.00 

O.  surplus 331,590.06 

'Contracts  and  other 
reorganization  items. .     1,455,714.70 

Total  assets $4,031,590.06  Total $4,031,590.06 

*This  item  is  to  offset  the  common  stock,  the  prefei'red  stock  bonus 
to  the  Investors'  Service,  Inc.,  and  the  cost  of  selling  the  preferred  stock 
to  the  public. 

This  statement  does  not  take  into  account  the  greater 
value  of  the  0.  plant  and  equipment  which  is  indicated  by  the 
American  Appraisal  Company  to  be  approximately  1250,000 
more  than  shown  by  the  0.  statement.  It  does  show  a  sur- 
plus which  assures  dividends  on  the  entire  issue  of  8%  pre- 
ferred stock  for  almost  three  years  to  come. 

Stock-Selling  Campaign 

The  X.  preferred  stock  will  be  sold  to  the  public : 

First. — Through  a  mail-order  campaign  patterned  after 
the  campaign  used  by  two  other  motor  companies,  one  of 
which  sold  $900,000  worth  of  stock  during  the  last  seven 
months,  and  the  other  started  a  campaign  October  first  and 
has  averaged  $50,000  worth  of  stock  monthly  since  that  time. 
Neither  of  these  companies  has  the  plant,  the  assets,  or  the 
past  record  of  earnings  of  the  0.  Co.,  which  is  the  foundation 
of  the  X.  Co.  The  cost  of  selling  the  stock  of  one  of  these 
companies  has  averaged  approximately  12%. 

Second. — ^By  organizing  a  sales  force  consisting  of  high- 
grade,  experienced  stock  salesmen,  who  have  been  district 
managers  and  representatives  of  investment  banking  houses, 
specializing  in  selling  safe  and  attractive  preferred  stocks 
to  the  small  investor,  by  intensive  selling  methods.  We  have 
a  nucleus  of  this  organization  already  arranged  for.  One 
of  the  organizations  with  which  we  are  familiar  has  sold 
on  an  average  of  $300,000  worth  of  such  stock  per  month 
for  the  past  year  in  one  state  at  a  cost  not  to  exceed  18%. 

Third. — By  turning  over  to  brolcerage  houses  lots  of 
$50,000  to  $100,000  to  offer  to  their  regular  clients— at  a 
cost  not  to  exceed  20%. 

We  estimate  selling  a  minimum  average  of  $60,000 
monthly,  the  first  twelve  months,  and  $100,000  monthly 
the  second  twelve  months. 
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Purpose  of  Organization  of  the  X.  Company 

The  X.  Co.  has  been  organized  for  the  following 
purposes: 

First. — To  supply  the  necessary  funds  to  properly  finance 
the  operations  of  the  0.  Co. 

Second. — To  properly  advertise  and  merchandise  its 
products. 

Third. — ^To  have  a  Board  of  Directors  composed  of  success- 
ful men  of  mature  judgment  to  insure  the  best  policy  of 
operations. 

Fourth. — To  supply  management  of  past  proven  success 
to  thoroughly  develop  every  facility  of  the  0.  Co.  by  putting 
its  operation  on  the  most  modern  and  efficient  basis,  to  insure 
dividends  for  the  stockholders,  and  a  progressive  institution. 

Fifth. — To  develop  the  present  product,  the  Master  Six, 
and  a  new  four-cylinder  car,  the  X.  Four,  to  complete  the  line, 
which  will  make  possible  better  dealer  repres  ntation,  and  give 
greater  volume  of  production  of  a  less  fluctuating  character. 

The  X.  Four,  which  Mr.  O.  is  now  designing,  will  stand  out 
in  comparison  with  the  four-cylinder  cars  now  on  the  market 
because  of  its  advantage  in: 

Lower  first  cost 
Greater  gasoline  mileage 
Greater  tire  mileage 
Finer  appearance 
Easier  riding  qualities 
and  meet  the  trend  of  the  industry  and  demand  for  economy 
and  luxury  at  low  initial  cost. 

Estimate  of  Profits  of  X.  Company 

The  past  experience  of  the  0.  Co.  indicates  that,  with  the 
adequate  capital  and  other  facilities  made  possible  by  the 
reorganization,  there  will  be  a  minimum  production  for  the 
first  year  of  3,000  cars,  which,  on  a  minimum  net  profit  of 
8%,  would  show: 

2,000  Master  Six  Cars  @  $1,400  net  =  82,800,000 
1,000  W,  Four  Cars      @  $1,000  net  =   1,000,000 

$3,800,000 

8%  profit 

NET  PROFIT $304,000 

Less  dividend  requirements  on  $1,500,000  preferred.      120,000 
Available  for  dividend  on  common  stock $184,000  or  18% 

As  the  0.  Plant  has  produced  as  high  as  40  cars  per  day, 
a  much  greater  production  is  possible  in  future  years,  and 
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with  the  complete  line  of  both  a  six-cylinder  and  a  four- 
cylinder  car  a  much  greater  demand  can  be  expected.  If  this 
first  year's  estimated  production  is  only  tripled  in  succeed- 
ing years  and  but  12%  profit  is  realized,  the  earning  will  be: 

4,000  six-cylinder  cars    @  $1,400  net=  85,600,000 
5,000  four-cylinder  cars  @  $1,000  net  =     5,000,000 

$10,600,000 

12%  profit 

$1,272,000 
Less  dividend  requirements  on  entire  $2,500,000 

preferred 200,000 

Available  for  dividends  on  common  stock $1,072,000 or  i07% 

And  the  new  financing  should  put  the  company  in  a  position 
to  pay  out  big  dividends  to  the  stockholders,  instead  of  keeping 
the  profits  in  the  business  to  make  expansion  possible. 

Management 

President  and  Consulting  Engineer.,  C.  H.,  who  has 
concentrated  his  energy  on  the  development  of  the  automo- 
bile industry  since  its  beginning,  having  previously  devoted 
his  activities  to  manufacturing  and  engineering  enterprises. 

Vice-President  and  General  Manager,  M.  C,  for- 
merly Vice-President  and  General  Manager,  Blank  Bronze 
Corporation,  who,  though  still  a  comparatively  young 
man,  has  a  record  of  successful  accomplishment  as  a  manu- 
facturer and  sales  and  financial  executive.  A  director  of  the 
P.  Association  of  Credit  Men,  the  Blank  Bronze  Corpora- 
tion, the  P.  Stamping  Co.,  and  other  successful  enterprises. 

Treasurer  and  Counsel,  W.  J.  B.,  Attorney  at  Law, 
director  of  the  C.  National  Bank. 

Secretary,  E.  H.,  law  student  at  Cornell  University 
previous  to  his  twelve  years'  association  with  the  0.  Co.,  as 
sales  manager,,  manager  of  branches,  and  more  recently  as 
president. 

The  Board  of  Directors  to  be  composed  of  such  men  as: 

G.  W.  B.,  Chairman;  Vice-President,  A.  Trust  Co.;  Presi- 
dent R.  Motor  Co.,  and  B.  Products  Corp. 

C.  H.,  President  and  Consulting  Engineer;  Founder  and 
active  head  of  the  0.  Co. 

W.  J.  B.,  Treasurer  and  Counsel;  Director,  The  C. 
National  Bank. 

M.  C,  Vice-President  and  General  Manager;  Director, 
Blank  Bronze  Corporation,  P.  Stamping  Co.,  Civic  Build- 
ing and  Loan  Association. 

C.  J.,  Secretary,  E.  "Watch  Co. 
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EXHIBIT  A 
On  May  G,  1921,  a  new  firm  of  accountants  drew  up  the 
following  comparative  statement,  indicating  that   the   0. 
Company  is  to  be  absorbed  by  the  X.  Company. 

L.  E.  B.  &  Co. 

Certified  Public  Accountants, 

Philadelphia,  Pa. 

Exhibit   re   the   0.   Company   and   the   X.    Company, 

Refinancing  Plan. 

1st.  Financial  condition  of  the  0.  Company  as  of  Decem- 
ber 31,  1920,  per  its  books.  Plant  account  being  adjusted  to 
accord  with  the  American  Appraisal  Company's  valuations 
or  with  bona  fide  bid  prices;  inventories  priced  conservatively, 
and  with  adequate  reserves  for  losses  in  current  assets. 

2nd.  Giving  effect  to  an  issue  of  $2,500,000  Preferred 
and  $1,000,000  Common  Stock  of  the  X.  Company,  to 
acquire  the  assets  of  the  O.  Company  as  of  December  31, 
1920,  and  provide  additional  working  capital,  increase 
plant  facilities,  and  reduce  habilities. 

Assets 

No.  1  No.  2 

O.  Company  X.  Company 

Dec.  31,  1920  with  Financing 
Plan  in  effect 

Cash,  Accounts  Receivable,  Inventories.    $645,627.29  $1,731,296.83 
Investments:       Bonds,    Real    Estate, 

Mortgages  (Net  Equity) 137,756.57  137,756.67 

Plant  and  Equipment,  Less  Deprecia- 
tion (O.  Co.,  per  American  Appraisal 

Co.) 1,306,474.11  1,406,474.11 

Prepaid,  Interest,  Insurance,  etc 9,357.73  9,357.73 

$2,099,21570  $3,284,885.24 

Intangibles: 

Contracts,  Goodwill,  etc 900,000.00 

Refinancing  Costs  Estimated 355,572.46 

$2,099,215.70  $4,540,458.70 

Liabilities 

Notes  and  Accounts  Payable $364,797.78  $164,797.78 

Accrued  Accounts,  Taxes,  Interest,  etc .          3,436.81  3,436.81 

Mortgage  on  Plant 150,000.00  150,000.00 

Reserve  for  possible  Inventory  Depre- 
ciation         59,417.65  59,417.65 

$577,652.24  $377,652.24 
Capital  Stock: 

Preferred $158,757.00  $2,500,000.00 

Common 200,000.00  1,000,000.00 

Surplus 1,162,806.46  662,806.46 

$2,099,215.70  $4,540,458.70 


FINANCIAL  INVOLVEMENTS  457 

On  March  1,  1921,  the  0.  Company  authorized  1600,000 
of  bonds,  pending  the  consummation  of  the  above  financing 
plans,  when  the  bond  issue  will  be  retired. 

The  above  balance  sheet  of  the  0.  Company,  as  of  Decem- 
ber 31,  1920,  is  in  accord  with  said  Company's  books,  and 
the  balance  sheet  for  the  X.  Company,  showing  the  effect 
of  the  refinancing  plan  as  outlined,  in  our  opinion  is  correctly 
stated. 

(Signed)     L.  E.  B.  &  Co. 


EXHIBIT  B 
Plan  op  the  Investors'  Service  Co.,  Inc. 

Organized  to  finance  the  sales  of  X.  Company  preferred 
stock: 

Capital 

1,250  shares  no  par  value  stock. 

1,250  shares  8%  cumulative  preferred  stock,  par  value  $100. 

To  be  offered  to  stockholders,  officers  and  employees  of  O.  Company 
and  others  interested  in  the  development  of  the  O.  Company. 

Offering: 

1  share  preferred,  par $100 

1  share  no  par  value  common 

For $100 

Assessment  for  expenses 1 

$101 
Total  issue  preferred,  1,250  shares. 

Total  income $126,250 

Initial  corporate  set-lip  Cash $126,250 

Total  Assets .  .' 126,250 

Preferred  stock $125,000 

No  par  value  (1,250  shares)  common. 

Surplus 1,250 

Total  liabilities $126,250 

Investors'  Service  to  enter  into  a  contract  to  buy  first 
$125,000  of  preferred  stock  in  X.  Company  and  to  be  given 
bonus  of  $100,000  preferred  stock  and  $62,500  common  in 
consideration  of  making  the  initial  investment  to  finance  the 
sale  of  the  preferred  stock  issue  of  the  X.  Company. 
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Financial  set-up  of  Investors'  Service  after  purchase  of 
X.  preferred. 

Assets 

Cash $1,250 

Securities 125,000 

and  1100,000   X   preferred   (distributed   direct  to 

stockholders  pro  rata.) 
X  common 12,500 

and  $50,000  X  common  (distributed  direct  to  stock- 
holders pro  rata.)  

Total $138,750 

Liabilities 

Preferred  stock $125,000 

No  par  value  (1,250  shares)  common 

Surplus 13,750 

Total $138,750 

RESULT:  A  subscriber  to  $1,000  worth  of  Investors'  Service,  Inc., 
preferred,  would  get  immediately  his  subscription  is  paid: 

$1,000  Investors'  Service  8%  preferred 
800  X.  Co.  8%  preferred 
400  X.  Co.  N.  P.  V.  common. 
$2,200  Value  of  securities. 

Payment $1,010  Cash— $1,000  for  stock  and  $10   for    ex- 

penses. 

Gain $1,190  greater  value  of  securities  than  in- 
vestment 

Investors'  Service  to  receive  commission  of  1J^%  on  the 
$1,600,500  preferred  stock  in  X.  Company  to  be  sold  to 
pubhc,  and  25%  of  the  saving  or  difference  between  22% 
and  the  actual  cost  of  selHng  the  X.  preferred.  It  is  esti- 
mated that  this  plan  will  make  possible  marketing  the  X. 
stock  at  a  cost  not  to  exceed  16%,  which  will  mean  a  saving 
of  6%,  or  13^%  for  the  Investors'  Service,  which  will  make 
the  income  of  the  Investors'  Service,  Inc.,  as  follows,  over 
the  two  years'  period  required  to  sell  the  stock: 

Income 

Stock  sales.  Investors'  Service $125,000.00 

Assessment  for  expenses 1,250.00 

Commission  on  X.  stock  sales 24,757 .  50 

Bonus  on  saving  in  cost  of  .stock  sales 24,757.50 

2  years'  dividend  on  X.  i)rcfcne(l  stock 20,000.00 

$195,765,00 
Disbursements 

Purchase  of  X.  preferred $125,000.00 

Expense  of  organization 1,250 .  00 

Dividend  2  years  on  Investors'  iServicj  preferred 20,000.00 

Balance  on  profit 49,515.00 

$195,765.00 
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This  will  show  a  statement  at  close  of  2  years  of  Investors' 
Service,  Inc. 

Cash 849,515.00 

Securities— X.  preferred 125,000.00 

Securities — X.  common 12,500.00 

$187,015.00 

Preferred  outstanding 125,000.00 

No  par  value  (1,250  shares) 

Surplus 62,015.00 

$187,015,00 

1,250  shares  N.  P.  V.  worth  $62,015.  Surplus  =  $49.61, 
value  each  share  common. 

For  original  investment  of  $1,010: 

10  shares  Investors'  Serv.  pfd.     @  $100  par =$1,000.00 

80  shares  X.  preferred                @      10  par 800 .  00 

400  shares  X.  common                  @        1  par 400.00 

10  shares  Investors'  Serv.  no  par  value 496.10 

2  years  dividend  8%  X.  Co 128.00 

2  years  dividend  8%  Inv.  Serv.,  Inc 160 .  00 

Total  securities  and  income $2,984. 10 

Less  investment 1,010 .  00 

197%  net  profit  loithin  2  years  .         .  .  $1,974.10 

This  plan  will  be  adopted  for  the  purpose  of  financing 
the  X.  Co.  at  a  lesser  cost  and  on  a  more  satisfactory  basis, 
with  the  same  results  as  if  the  stock  were  underwritten 
by  the  usual  investment  banking  house.  Still  a  nice 
profit  is  possible  for  the  stockholders  of  the  Investors' 
Service,  Inc.,  who  in  effect  form  an  underwriting  syndicate. 

Every  stockholder  subscribes  on  exactly  the  same  basis 
and  shares  in  the  profits  proportionately. 

There  will  be  no  expense  to  the  operation  of  the  In- 
vestors' Service,  Inc.,  other  than  the  $1,250  collected 
originally  for  this  purpose.  Hence  all  the  income  will  be 
profit. 

Questions 

1.  What  is  your  opinion  of  the  financial  manage- 
ment of  the  O.  Company  before  the  attempted  re- 
organization? 

2.  Analyze  critically  and  from  various  points  of  view, 
the  plans  for  refinancing  the  0.  Company  and  organizing 
the  X.  Company  and  the  Investors'  Service  Corporation. 

3.  What  do  you  expect  the  future  of  this  concern 
to  be?     State  your  reasons  clearly. 


PART  V 
GENERAL  PROBLEMS 


CHAPTER  XI 

GENERAL  SURVEY  PROBLEMS 

THE  excuse  for  this  final  chapter  is  the  following 
problems  themselves.  They  touch  in  an  un- 
usually significant  manner  upon  most  of  the 
principles  of  financing  a  small  business  which  have 
already  been  discussed. 

The  first  problem  (224)  is  a  refreshing  example  of 
the  sort  of  success  that  can  be  achieved  by  a  man  of 
no  original  business  training,  who  is  guided  solely  by 
an  unusual  native  common  .sense — where  one  might 
least  expect  to  find  it. 

The  second  problem  (225),  which  might  have  been 
included  in  the  preceding  chapter,  paints  the  fife  history 
of  a  typical  "war  baby."  It  might  well  have  been 
labeled  "From  Birth  to  Death  in  Four  Years." 

The  third  problem  (226)  very  nearly  runs  the  gamut 
of  all  the  financial  experiences  which  a  small,  recently 
launched  concern  might  meet.  The  manager  of  this 
little  concern  should  be  able  to  draw  some  helpful 
lessons  from  the  other  two  problems. 


Problem  -i'i-i 
The  Financial  History  of  a  Small  Musical  Concern 

Some  twenty  years  ago,  Mr.  Y.  was  employed  as  a 
musician  playing  in  theatre  orchestras  in  one  of  the 
leading  cities  in  the  United  States.  Having  left  school 
at  the  age  of  twelve,  he  had  spent  more  than  twenty 
years  of  his  life  on  trivial  jobs  of  various  kinds, 
though  his  chief  interest  was  music.  On  one  occasion 
he  wished  to  purchase  an  improved  type  of  the  wind 
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instrument  which  he  usually  played,  and  which  it  was 
necessary  to  import  from  Europe.  The  only  dealer 
who  at  the  time  handled  instruments  of  this  sort  in  this 
city  was  unwilling  to  take  the  trouble  of  importing 
the  instrument  desired. 

Being  disappointed,  Mr.  Y.  ordered  an  instrument 
from  the  European  firm  which  dealt  in  the  article.  As 
this  was  the  first  order  which  they  had  received  from 
that  locality,  they  offered  to  make  Y.  their  agent  on  a 
small  scale.  He  thereupon  decided  that  it  might  be 
worth  while  to  conduct  this  little  business  as  a  side  Une, 
since  he  would  have  an  opportunity  to  sell  some  in- 
struments to  his  friends. 

Accordingly,  with  practically  no  capital,  he  began 
to  take  orders  from  his  friends,  securing  advance 
payment  so  that  he  could  import  the  instruments  from 
abroad.  For  convenience  he  soon  opened  up  a  little 
store  composed  of  one  room  nine  by  eleven  feet  in  size, 
and  began  to  do  a  small  jobbing  business  in  other 
instruments  as  his  friends  desired.  During  this  time, 
also,  -s'arious  requests  came  to  him  for  repair  work  in 
connection  with  the  type  of  instruments  which  he 
dealt  in.  Some  of  the  simpler  repairs  he  was  able  to 
make  himself,  though  he  was  not  by  any  means  a 
mechanic,  and  some  he  managed  to  have  done  by  a 
repair  man  of  unusual  skill. 

At  the  end  of  a  year,  Y.  had  saved  about  $1,000. 
As  the  business  grew,  he  persuaded  the  repair  man,  Z., 
to  work  for  him  regularly  so  as  to  repair  satisfactorily 
all  the  instruments  that  Y's  friends  brought,  and  paid 
him  a  fair  amount  for  his  goodwill.  Thus,  Y.  really 
secured  a  monopoly  on  the  wind  instrument  repairing 
business,  and  it  grew  steadily  during  the  next  two  years, 
within  which  time  the  dealer  who  had  originally  re- 
fused to  purchase  the  needed  instrument  for  Y.,  fell 
into  financial  difficulties  and  was  forced  to  sell  out  to 
Y.,  who  took  over  the  importing  part  of  his  business. 
This  Y.  did  by  paying  the  dealer  $2,000  in  cash  and  the 
balance  of  $18,000  in  notes  due  over  a  period  of  five 
years. 
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In  two  or  three  years  more,  Y.  started  a  small  music 
publishing  business  in  connection  with  his  importing 
and  repair  work.  This  part  of  the  business  was  com- 
bined with  another  small  publishing  company  and 
eventually  the  entire  interest  was  bought  out  by  Y. 

During  this  time  Y.  and  his  repair  man  had  begun  to 
manufacture  some  small  articles  which  were  needed  in 
connection  with  wind  instruments,  to  supply  the  needs 
for  repair  purposes.  In  the  course  of  time  it  was 
natural  that  they  should  occasionally  attempt  to  make 
for  their  friends  instruments  which  at  the  time,  for 
some  reason  or  other,  it  was  difficult  to  import.  This 
sort  of  work  was,  of  course,  at  first  regarded  merely  as 
an  experiment,  but  it  gradually  grew  to  be  a  serious 
part  of  the  business.  When  Y.  found  that  the  profits 
in  manufacturing  were  much  higher  than  the  profits  on 
the  goods  which  he  imported,  he  began  more  actively 
to  push  the  production  of  instruments.  It  was  fortu- 
nate, therefore,  that  the  repair  man,  Z.,  had  two  sons 
who  were  skilful  mechanics  and  who  learned  the  art 
of  making  certain  of  the  instruments.  In  a  few  years 
other  skilful  workers  were  added  to  the  force  of  em- 
ployees, until  manufacturing  became  the  chief  part  of 
the  business. 

It  was  not  long  before  Y.  disco^-ered  that  his  old 
repair  man,  trained  in  Europe,  and  following  antiquated 
methods,  failed  to  realize  the  possibilities  of  scientific 
mass  production.  He  attempted  to  perform  all  of  the 
making  operations  himself.  Y.,  though  having  no 
precedent  to  follow,  decided  that  the  work  was  of  such 
a  nature  that  the  operations  could  be  greatly  simplified. 
His  aim  was  to  divide  the  task  to  such  an  extent  that 
individual  operations  would  be  simple  and  could  be 
carried  out  by  workers  having  only  a  reasonable  degree 
of  skill,  in  many  cases  by  young  persons.  It  accord- 
ingly became  necessary  for  Y.  to  pension  his  repair 
man,  whose  skill  had  started  the  manufacturing,  and 
to  leave  the  guidance  of  the  work  largelj^  to  Z's  sons, 
who  had  Ijy  this  time  thoroughly  mastered  the  pro- 
duction end  of  the  business.     In  course  of  time,  also, 
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machinery  was  developed  for  performing  the  simpler 
operations. 

The  iiitroduction  of  machinery  gave  Y's  business  a 
definite  advantage  over  that  of  other  producers  both  in 
this  country  and  in  Europe,  inasmuch  as  his  labor  costs 
were  greatly  reduced.  Further,  it  was  possible  to  keep 
his  plant  operating  rather  evenly  throughout  the  year 
by  hiring  during  the  summer  young  persons  who  could 
readily  be  taught  to  perform  the  simpler  operations 
connected  with  the  making  of  instrument  parts, 
later  to  be  assembled  as  the  orders  came  in.  After  Y. 
began  to  know  his  market,  he  followed  the  policy  of 
making  up  parts  for  twice  the  number  of  instruments 
called  for  by  the  orders  on  hand.  He  found  that  the 
unit  cost  of  making  them  in  this  manner  was  very 
greatly  reduced. 

In  1915,  Y.  found  it  necessary  to  change  his  quarters 
in  order  to  get  all  of  his  manufacturing  business  under 
the  same  roof.  He  accordingly  waited  for  an  oppor- 
tunity to  buy  a  satisfactory  building  which  was  on  the 
market  under  a  forced  sale.  This  building  was  in  a 
locality  slightly  removed  from  the  business  and  manu- 
facturing center  of  the  city,  but  as  there  was  an  op- 
portunity to  secure  the  building  for  about  60  per  cent 
of  its  assessed  value,  Y.  thought  it  best  to  buy  and  so 
keep  down  his  overhead.  In  order  to  purchase  this 
building,  he  assumed  a  first  mortgage  of  110,000,  and 
borrowed  the  balance  of  $12,000  from  the  one  bank 
with  ■vfhich  he  had  made  connections.  Y.  explains 
that  the  bank  loaned  solely  on  the  strength  of  his 
character  and  success  in  business. 

During  the  war  the  import  market  was  cut  off,  and 
Y.  had  a  number  of  opportunities  to  take  over  large 
orders  from  the  Government.  He  refused,  however,  to 
accept  any  orders  that  would  make  it  necessary  for 
him  to  launch  upon  a  policy  of  expansion,  which  would 
necessitate  an  increase  of  capital  and  plant  and  a  re- 
sultant growth  in  fixed  investment.  He  contended 
that  there  is  no  real  and  worth-while  growth  but  slow 
growth. 
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In  July,  1921,  Y's  current  position  was  as  follows: 

Current  Assets  Current  Liabilities 

Cash $13,000  Accounts  payable  (dur- 

Receivables .  .    .  .      50,000         ing  the  month . ) $3,000 

Inventory 75,000  $3,000 

$138,000 

The  inventory  consisted  of  about  $30,000  in  metal 
plates,  for  printing  music  and  instruction  books  to  be 
used  with  the  type  of  instruments  made,  $15,000  in 
finished  goods,  and  $15,000  in  goods  partially  finished, 
the  balance  being  in  raw  materials.  The  inventory  is 
relatively  higher  than  is  normally  carried. 

The  receivables  consisted  of  about  $12,000  due  from 
the  Government  on  a  large  order  which  the  company 
is  now  filling.  The  rest  is  due  partially  on  open  account, 
partially  on  goods  consigned  to  small  and  preferred 
dealers,  and  the  balance  on  goods  sold  to  jobbers  and 
agents  through  a  conditional  sales  agreement.* 

The  liabilities  shown  are  negligible.  Y.  explains  that 
he  has  built  up  his  business  solely  out  of  profits  and 
always  takes  his  cash  discounts.  He  has  never  bor- 
rowed, for  working  capital  purposes,  more  than  $8,000 
from  his  bank  at  one  time,  and  his  total  bank  borrow- 
ings since  he  began  his  business  have  been  little  more 
than  $150,000.  This  concern,  being  unincorporated, 
has  never  been  required  to  file  a  statement  of  condition 
with  the  State  authorities,  nor  has  the  owner  ever  given 
his  bank  a  statement.  Mr.  Y.  is  so  conservative  that 
he  has  not  even  given  the  information  which  would 
enable  him  to  get  a  rating  from  Dun's  or  Bradstreet's. 

Y.  is  uncertain  as  to  the  exact  value  of  his  fixed  assets. 
The  building  and  real  estate  which  were  bought  at  a 

*It  should  be  explained  that  the  terms  of  sale  of  this  concern  are 
rather  flexible.  Due  to  the  lack  of  competition  on  high-grade  instru- 
ments it  is  possible  to  make  very  high  profits  on  many  articles  sold, 
hence  it  frequently  happens  that  a  chance  is  taken  on  a  customer 
whose  credit  may  not  be  wholly  certain.  While  the  usual  terms 
given  are  2%-10  days  and  30  days  net,  large  quantities  of  goods  are 
sold  to  jobbers  and  agents  on  conditional  sales  contracts,  and  many 
are  sold  to  small  or  preferred  dealers  on  consignment.  The  company 
is  willing  to  take  back  goods  which  its  purchasers  are  unable  to  sell. 
(See  Credit  Man's  Diary,  1921,  pages  109-121.) 
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bargain  are  now  prol)ably  worth  many  times  what  he 
paid  for  them.  Further,  the  \'ery  considerable  amount 
of  machinery  which  he  uses  has  been  gradually  installed 
in  his  factory  over  a  period  of  years,  and  no  patents  have 
been  taken  out  on  any  of  the  machines.  No  records 
have  been  kept  which  would  make  it  possible  to  esti- 
mate the  actual  cost  of  these  machines.  Finally,  as 
the  business  is  unincorporated,  no  attempt  has  been 
made  to  put  a  value  on  developmental  expenses,  good- 
will, secret  processes,  and  the  like,  which  in  this  case 
are  extremely  valuable. 

The  gross  earnings  of  this  business  in  recent  years 
have  been  as  follows:  1919,  $200,000;  1920,  $185,000; 
1921,  $250,000  (estimated). 

At  this  time  (July,  1921),  Y.  employs  about  eighty 
people,  divided  between  the  instrument  factory  and  the 
publishing  house.  Y.  explains  that  the  depreciation  in 
connection  with  the  publishing  end  of  the  business  is 
extremely  high,  and  that  no  particular  attempt  has 
been  made  to  make  money  out  of  it  directly.  The  aim, 
however,  is  to  publish  and  keep  up  to  date  music 
and  text  books,  for  the  type  of  instruments  manu- 
factured. In  doing  this,  every  effort  is  made  to  secure 
the  services  of  the  highest  authorities  in  the  field.  Even 
though  this  end  of  the  business  has  not  more  than  paid 
for  itself,  Y.  says  that  he  considers  it  a  very  desirable 
thing  for  him  to  engage  in. 

Such  is  the  general  history  and  present  financial  con- 
dition of  the  ....  Company.  When  the  owner  was 
asked  what  had  been  his  most  difficult  financial  prob- 
lems, he  replied  that  he  could  not  recollect  ever  having 
had  any.  He  said  that  he  had  begun  with  only  a  few 
dollars,  had  paid  all  his  bills  as  he  went,  and  had  been 
extremely  slow  to  expand. 

He  further  states  that  his  son,  who  has  recently 
graduated  from  a  business  school,  tells  him  that  he  is 
decidedly  a  "back  number"  in  business,  that  he  knows 
nothing  about  accounting  or  financing — a  charge  ad- 
mitted by  the  father — and  that  in  course  of  time  his 
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business  will  probably  fail,  if  it  continues  to  be  con- 
ducted as  at  present.  Y.  is  still  in  his  prime  (age  53), 
but  iiopes  to  retire  within  the  next  ten  years.  He 
wishes  very  much  to  have  his  son  conduct  the  business 
after  him.  Yet  he  feels  that  the  son  has  no  sympathetic 
understanding  of  the  problems  of  this  business  and  no 
appreciation  of  the  principles  which  have  led  to  what 
Y.  considers  a  reasonable  success. 

At  this  juncture  two  general  questions  are  raised  by 
Mr.  Y.  (o)  What  weaknesses,  if  any,  are  to  be  found 
in  the  financial  conduct  of  his  business?  (6)  What 
steps  should  be  taken  to  insure  continued  prosperity 
of  the  business  when  the  present  owner  ceases  to  be  its 
active  administrator? 

Questions 

1.  Was  the  launching  of  this  business  under  the  con- 
ditions outlined,  financially  justified? 

2.  Was  it  a  wise  policy  for  this  concern  to  finance 
itself  solely  out  of  earnings? 

3.  Was  it  financially  justifiable  to  go  into  the  music 
publishing  business? 

4.  Was  Y.  justified  in  refusing  to  expand  rapidly 
during  the  war  period? 

5.  Should  the  machinery  used  be  patented? 

6.  Do  you  approve  of  the  sales  policy  indicated? 

7.  Do  you  approve  of  Y's  policy  in  refusing  to  give 
figures  to  the  mercantile  agencies,  and  in  avoiding  a 

,  statement  to  his  bank? 

8.  Was  the  bank  justified  in  lending  this  man  $12,000 
to  put  into  fixed  assets? 

9.  Is  it  financially  desirable  for  this  concern  to  be 
unincorporated? 

10.  What  elements  of  weakness,  if  any,  can  you 
find  in  the  finances  of  this  business? 
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11.  What  seem  to  you  to  be  the  chief  elements  of 
strength  in  the  financing  of  this  enterprise? 

12.  What  steps,  if  any,  should  you  advise  the  owner 
to  take  in  the  future? 


Problem  225 

Promotion,  Expansion,  Receivership  and  Sale  of 

Assets  Within  Five  Years 

The  N.  B.  &  F.  Company,  making  for  the  most  part 
boiler-room  equipment,  began  business  in  a  small  way 
in  May,  1915,  and  was  incorporated  November  20, 
1915,  with  a  capital  of  $20,000  preferred  stock  and 
130,000  common.  The  authorized  capital  was  in- 
creased on  April  4,  1917,  to  $100,000  preferred  and 
$100,000  common.  All  the  common  stock  was  held 
by  the  three  main  officers  of  the  company. 

The  president  and  general  manager  of  the  company, 
Mr.  N.,  was  thirty-eight  years  of  age,  of  good  character, 
and  reputed  to  be  an  able  inventor.  At  one  time  he 
had  been  associated  with  a  firm  of  machinists  and  was 
in  charge  of  their  shop.  This  firm,  however,  was  not 
successful.  Upon  its  failure  N.  leased  the  plant  and 
continued  to  manufacture  blowers  and  furnaces  in- 
dividually until  he  organized  the  N.  B.  &  F.  Company. 
He  was  not  reputed  to  have  much  capital  of  his  own. 

The  vice-president,  B.,  was  a  widower,  sixty-nine 
years  old,  of  excellent  character.  He  had  earlier  organ- 
ized a  wholesale  provision  and  commission  house  and 
had  been  president  of  the  .  .  .  Fruit  and  Produce  Ex- 
change.    He  was  supposed  to  be  worth  about  $100,000. 
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The  treasurer,  M.,  was  forty-nine  years  old  and  had 
been  for  thirty  years  receiving  teller  of  the  Five  Cent 
Savings  Bank.  He  was  also  interested  in  a  number  of 
other  propositions,  but  was  not  supposed  to  have  much 
personal  means. 

The  following  figures,  taken  from  various  reports, 
show  the  financial  condition  of  the  N.  B.  &  F.  Com- 
pany at  different  times: 

Condition  shown  in  reports  to  Commissioner  of  Cor- 
porations : 

Total  Total  Net 

Assets        Liabilities     Worth 

March  6,  1916 $100,230       $48,600       $51,130 

January  1,  1917 298,286        150,398         47,880 

Statement  of  the  N.  B.  &.  F.  CoMP.4.Ny 
Maech  31,  1917 

Assets 

Cash .     $2,454.57 

Accounts  receivable... 46,370.65 

Stock  on  hand 91,367.43 

Labor  accrued ^ 11,274.90 

Machinery 161,473.03 

Equipment  56,493.33 

Furniture  and  Fixtures....      4,105.01 

Autos 5,591.61 

$379,140.63 

Patents 2,000.00 

Treasury  stock 16,500.00 

Total.. $397,640.63 

Liabilities 

Accounts  payable $108,660.60 

Notes  payable 62,659.90 

F.  B 3,500.00 

Advances  on  Products 676.25  $175,496.75 

Excess  of  Assets  over  Liabilities ...$222,143.78 

Represented  by: 

Common  Stock... $20,000.00 

Preferred  Stock 30,000.00 

Depreciation  reserve 18,566.54 

Surplus 153,477.24 

$222,143.78 
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At  the  end  of  1917  the  company  is  reported  to  have 
employed  about  300  hands.  For  a  period  of  two  years 
the  company's  growth  was  extremely  rapid,  due  largely 
to  war  contracts.  On  May  23,  1918,  they  stated  that 
they  had  been  obliged  to  give  a  chattel  mortgage  to 
the  M.  R.  Company  as  security  for  liabilities  incurred 
on  a  contract  which  they  had  attempted  to  fill  for  the 
Russian  Government.  After  the  entrance  of  the 
United  States  into  the  war,  they  canceled  a  number 
of  their  foreign  contracts  and  entered  into  others  with 
the  United  States  Government. 

A  statement  prepared  by  a  well-known  C.  P.  A.  as 
of  December  31,  1918,  reveals  the  following  condition: 

Statement  of  the  N.  B.  &  F.  Company 
December  31,  1918 


Assets 


Cash 

Accounts  receivable . 
Investments. . 
Stock  on  hand 
Machinery    .  . 
Equipment . . . 

Autos 

Furniture  and  fixtures 

Patents 

Treasury  stock 


Liabilities 

Accounts  payable 

Mortgage  notes  payable. . .  . 
Machinery  notes  payable. .  . 
Merchandise  notes  payable . . 

Capital  stock 

Reserve  for  depreciation .  . 
Surplus 


Total  sales  for  1918  were. 
Total  gain 


$40,040.92 

270,570.82 

3,606.37 

185,707.19 

363,139.54 

95,804.98 

16,716.11 

7,998.00 

2,500.00 

94,500.00 

11,088,593.93 


$191,518.99 

165,236.92 

70,491.61 

57,998.55 

200,000.00 

65,250.74 

338,097.12 

$1,088,593.93 

$2,225,092.05 
$347,350.94 


This  report  showed  apparently  large  profits,  but  it 
should  be  borne  in  mind  that  the  business  was  prac- 
tically all  war  business.     There  was  a  large  investment 
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in  jnachinerjr  covered  by  chattel  mortgages  to  the 
M.  R.  Company,  and  a  large  amount  held  under  leases 
from  various  dealers  and  manufacturers. 

In  the  latter  part  of  1919,  the  N.  B.  &  F.  Company 
began  to  have  serious  financial  difficulties.  They 
could  not  secure  cash  to  pay  their  creditors.  It  was 
apparent  that  some  other  work  beside  war  work  would 
be  necessary  to  keep  the  plant  busy.  The  company 
accordingly  began  to  manufacture  a  special  make  of 
tractor  which  was  the  pet  project  of  the  president  of 
the  concern.  The  company  having  had  no  previous 
experience  in  this  line  of  work  found  it  necessary  to 
invest  heavily  in  new  equipment  in  order  to  turn  out 
the  tractors.  A  statement  filed  August  25,  1919,  pur- 
ports to  show  the  following  condition : 

Statement  of  the  N.  B.  &  F.  Company 
August  25,  1919 

Assets 

Machinery $418,407.89 

Manufacturing  stock  and  materials 185,707 .  19 

Cash  and  debts  receivable 831,443.39 

Patents 2,500.00 

Investments 82,565.12 

$1,520,623.59 

Liabilities 

Capital  stock $105,500.00 

Accounts  payable 181,518.99 

Funded  debt 159,255.14 

Floating  debt 663,322. 19 

Surplus 331,027.27 

Contingent  liabilities^ 80,000.00 

$1,520,623.59 

At  this  time,  four  mercantile  creditors  reported  that 
they  found  the  company  from  one  to  four  months  slow 
and  that  they  did  not  consider  their  account  satis- 
factory. 

On  September  23,  1919,  proceedings  were  filed  in  a 
bill  of  equity  in  the  United  States  District  Court  for 
the  appointment  of  a  receiver.  At  this  time  there  was 
apparently  an  excess  of  assets  over  liabilities  amounting 
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to  several  hundred  thousand  dollars.  Accordingly,  on 
September  26,  1919,  the  judge  appointed  Mr.  C.  as  the 
receiver,  under  bond  of  $50,000.  Mr.  C.  was  a  member 
of  an  old-established  firm  of  machinery  dealers.  He 
was  about  forty  years  of  age  and  a  son  of  the  founder 
of  his  firm.  Though  he  had  an  excellent  reputation, 
he  had  never  had  any  factory  experience. 

On  the  day  of  his  appointment  as  receiver,  C.  was 
authorized  by  the  court  to  sell  $200,000  in  receiver's 
certificates  at  an  interest  rate  not  exceeding  7  per  cent. 
On  January  10,  1920,  he  was  authorized  to  sell  $50,000 
additional.  These  certificates  were  all  purchased  by  the 
.  .  .  National  Bank.  The  receiver  retained  N.,  the 
former  president  and  manager,  with  him  in  the  business. 

During  the  next  year  the  receiver's  chief  aim 
seems  to  have  been  to  keep  the  plant  in  operation. 
He  accordingly  proceeded  to  finish  up  the  war 
contracts  on  hand.  He  is  said  to  have  employed  a 
practical  factory  manager  formerly  with  the  .  .  .  Arms 
Company  and  to  have  secured  outside  advice  and  ap- 
proval on  all  important  contracts.  He  also  con- 
tinued to  manufacture  the  N.  Tractor,  the  making  of 
which  was  already  under  way.  These  tractors  proved 
defective,  however,  and  this  part  of  the  business  turned 
out  to  be  a  heavy  loss  to  the  company.  The  receiver 
further  made  contracts  with  different  concerns  for  ma- 
chinery parts  for  certain  appliances,  which  also  proved 
to  be  unsatisfactory.  Not  the  least  of  his  operations 
was  said  to  be  the  production  of  certain  accessories, 
to  be  sold  to  his  own  company,  the  making  of  which 
required  the  installation  of  a  good  deal  of  new 
equipment. 

Some  time  after  the  appointment  of  the  receiver,  a 
reputable  firm  of  accountants  was  employed  to  report 
on  the  financial  condition  of  the  N.  B.  &  F.  Company. 
However,  the  accounts  were  so  confused  that  it  took 
three  months  for  the  accountants  to  make  their  report. 
Their  preliminary  report  showed  that  the  assets  had 
been  greatly  overvalued.  The  definitive  report  filed 
July  31,  1920,  showed  the  following  condition: 
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Statement  of  the  N.  B.  &  F.  Company 
July  31,  1920 

Assets 

Inventory $328,000 

Accounts  receivable 105,000 

Cash 2,500 

Investment  in  affiliated  companies 54,000 

Machinery,  equipment,  etc 472,000 

Tools,  patterns,  patents,  etc 204,000 

Total    $1,165,500 

Liabilities. 

Receiver's  Liabilities $552,000 

Receiver's  Certificates  payable  to  S.B.  Co.    $250,000 
Receiver's  Certificates  payable  for  mer- 
chandise    233,000 

Other  payables  and  accruals 69,000 

Secured  Loans 508,000 

Mortgages  notes  payable 113,000 

Machinery  lease  notes 56,000 

Manufacturers'  Finance  Corporation .  . .  76,000 

Blank  Trust  Company 68,000 

Blank  Bank 195,000 

Unsecured  Obligations 509,000 

Accounts  payable 304,000 

Notes  payable    107,000 

Taxes,  accruals,  etc 98,000 

Total  Liabilities $1,569,000 

Excess  Liabilities 430,500 

The  receiver  gave  out  no  statement  of  his  operations 
before  July  31,  1920.  Shortly  after  this  date  the  fol- 
lowing information  was  given : 

Receipts  and  Disbursements  of  the  N.  B.  &  F.  Company 
Under  the  Receivership  from  September  26,  1919, 
to  July  31,  1920. 

Receipts $832,000 

From  current  sale  of  product $490,000 

From  Joans 266,000 

From  collections 27,000 

From  miscellaneous 49,000 

Disbursements $835,000 

For  wages  and  salaries 559,000 

For  materials,  supplies,  etc 213,000 

For  miscellaneous 63,000 
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By  this  time  the  new  creditors,  who  naturally  con- 
sidered themselves  secured  under  the  receivership,  were 
growing  extremely  restless,  as  it  was  not  possible  for 
them  to  obtain  payment  of  their  bills,  and  checks  of 
the  N.  B.  &  F.  Company  were  being  dishonored. 

On  August  27,  1920,  F.  &  A.,  attorneys  for  the  P.  G. 
Company,  filed  a  petition  to  have  the  receiver  removed, 
claiming  mismanagement  and  failure  to  render  proper 
accounts.  It  is  understood,  however,  that  such  a 
bitter  attack  was  made  that  the  court  did  not  feel 
justified  in  removing  the  receiver,  but  did  appoint  as 
co-receiver  a  lawyer  of  high  standing. 

On  October  28,  1920,  without  bankruptcy  proceed- 
ings, the  failure  being  so  obvious,  the  Court  authorized 
the  receivers  to  sell  the  property  at  public  auction,  in 
order  to  satisfy  the  outstanding  claims.  This  auction 
took  place  on  November  17,  18,  19,  and  20,  1920,  and 
the  amount  realized  from  the  sale  was  $259,606.73. 
The  details  of  the  sale  and  apportionment  of  the  pro- 
ceeds were  gradually  worked  out  and  submitted  to  the 
Court  on  June  1,  1921,  within  two  weeks  after  which 
time  a  hearing  of  the  creditors  was  to  be  held.  An 
advance  survey  of  the  report  to  be  presented  to  the 
creditors  at  that  time  is  given  as  follows  by  one  of  the 
largest  creditors: 

Ckeditoes'  Claims  on  the  N.  B.  &  F.   Company 

Arranged  as  Nearly  as  May  Be  in  Order 

OF  Priority 

1.  Leased  Machinery.  As  previously  stated,  a  large 
amount  of  machinery  was  held  on  leases  which  were  partly 
paid  for.  Whatever  was  received  from  the  sale  in  excess 
of  these  leases  went  to  the  receivers.  If  the  property  sold 
for  less  than  the  amount  of  the  leases,  the  owner  would  lose 
the  difference.  The  total  amount  realized  from  the  sale 
of  the  leased  machinery  was  $83,425.62.  Of  this  amount  it 
required  $53,934.24  to  clear  the  leases.  From  the  differ- 
ence a  proportionate  share  of  the  expenses  of  the  sale  must 
be  deducted. 

2.  Chattel  Mortgage.  As  already  indicated,  a  large 
amount  of  the  machinery  was  secured  by  chattel  mortgages 
from  the  M.  R.  Company.  The  machinery  so  covered  was 
valued  at  approximately  $160,000.    From  the  sale  of  this 
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mortgaged  machinery  $91,000  was  realized,  from  which 
must  also  be  paid  a  proportionate  share  of  the  cost  of  the 
sale. 

3.  Rent  Expenses  (Under  Special  Judgment.)  On 
February  11,  1921,  the  Court  issued  a  special  decree  giving 
preference  for  the  charge  for  rent  amounting  to  approxi- 
mately $21,000. 

4.  Expenses  of  the  Sale.  The  expenses  of  the  sale 
will  be  approximately  $26,000,  of  which  $14,000  will  cover 
actual  outlays  for  assistance  of  various  sorts.  The  auc- 
tioneer will  also  probably  claim  about  $12,000  for  his  own 
services,  extending  over  a  considerable  period  both  before 
and  after  the  sale.  This  claim  must  be  approved  by  the 
Court. 

5.  Accrued  Payroll.  At  the  time  of  the  sale  there 
was  an  accrued  payroll  amounting  to  about  $16,000. 

6.  Manufacturer's  Finance  Corporation.  This  cor- 
poration has  a  secured  claim  of  $26,000,  but  the  total  amount 
of  their  claim  is  $76,000.  They  will  fight  for  the  full  amount 
on  the  basis  of  their  agreement  with  the  N.  B.  &  F.  Com- 
pany which  covered  all  subsequent  loans.  This  claim  must 
be  settled  by  the  Court,  and  so  far  as  the  total  amount  is 
concerned  the  results  are  doubtful. 

7.  Receiver's  Claims  (Following  the  Order  of  Sale.) 
The  amount  of  these  claims  is  not  known.  However,  it 
will  probably  be  from  $15,000  to  $25,000  depending  on  the 
judgment  of  the  Court. 

8.  Receiver's  Claim  (Preceding  the  Order  of  Sale.) 
The  amount  of  this  claim  is  not  yet  known..  It  may  be  con- 
tested that  the  receiver  is  not  entitled  to  any  compensation 
on  account  of  negligence,  and  the  creditors  (headed  presum- 
ably by  attorneys  F.  &.  A.)  may  also  endeavor  to  secure  the 
forfeiture  of  the  receiver's  bond  of  $50,000.  The  Court  is 
apparentlj'^  friendly  to  the  receiver  and  it  is  doubted  whether 
anything  will  come  of  this  action,  since  attorney  A.,  though 
a  responsible  man,  is  rather  hot  headed  and  inclined  to  raise 
ill  feeling. 

9.  Receiver's  Certificates.  After  the  receiver's  ex- 
penses are  paid,  or  disallowed,  will  logically  come  the  claim 
of  the  .  .  .  National  Bank  for  $250,000  loaned  on  Receiver's 
Certificates.  In  case  there  should  be  no  property  left  to 
meet  this  claim,  however,  there  is  a  very  real  question  as 
to  whether  the  claims  of  the  receiver's  creditors  may  not  be 
placed  on  an  equality  with  those  of  the  bank.  The  argu- 
ment is  made  that  there  is  no  justification  for  preference. 
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10.  Receiveb's  Ckeditobs.  After  the  Receiver's  Certifi- 
cates (or  on  a  par  with  them),  will  come  the  claim  of  the 
Receiver's  Creditors.  It  is  understood  that  these  claims 
will  total  from  $160,000  to  $180,000.  Of  these  the  largest 
is  probably  that  of  the  A.  L.  Iron  Works  amounting  to  more 
than  $30,000,  followed  by  that  of  the  Blank  Foundry  Com- 
pany (amount  not  known),  and  by  the  C.  &  F.  Company, 
of  which  the  receiver,  Mr.  C,  is  an  officer,  amounting  to 
possibly  $10,000  or  $12,000. 

11.  Unsecubed  Claims.  Following  all  these  claims 
would  come  the  unsecured  claims  of  creditors  of  the  com- 
pany for  debts  incurred  before  the  receiver  was  appointed. 
These  claims  do  not  change  appreciably  from  the  condi- 
tion shown  in  the  statement  on  July  31,  1920. 

Questions 

1.  Summarize  under  appropriate  heads  the  definite 
conclusions  which  can  be  drawn  from  the  foregoing  prob- 
lem regarding  the  sound  principles  of  Industrial  Finance. 

2.  What  special  conclusions,  if  any,  do  you  draw 
regarding  the  financing  of  this  concern  under  its 
receivership? 

'3.  What  light,  if  any,  does  the  problem  throw  on 
the  question  of  granting  mercantile  credit  to  a  concern 
which  is  in  a  receiver's  hands? 

4.  As  the  president  of  the  A.  L.  Iron  Works  Com- 
pany would  you  have  sold  goods  on  credit  to  the  N.  B. 
&  F.  Company? 

5.  What  steps,  if  any,  should  you  advise  taking  at 
this  time  by  the  A.  L.  Iron  Works  Company,  the  chief 
mercantile  creditor  under  the  receivership? 

6.  As  the  situation  has  been  presented,  granted  that 
no  legal  action  is  taken  by  the  receiver's  creditors, 
under  the  most  favorable  conditions  what  dividend 
can  the  A.  L.  Iron  Works  hope  to  receive  on  its  claims? 

7.  Assuming  that  you  had  been  the  president  and 
manager  of  this  concern,  what  steps,  if  any,  would  you 
have  taken  to  avoid  the  conditions  which  led  to  the 
receivership  in  1919? 

8.  Assuming  that  you  had  been  appointed  receiver 
of  the  N.  B.  &  F.  Company,  what  definite  steps  would 
you  have  taken  to  save  the  company? 
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Problem  226 

The  Financial  Problems   op  a  Small,  Newly 

Organized  Refrigerator  Company 

Mr.  X.  is  the  highly  efficient  district  sales  manager 
for  the  East  North  Central  States  of  one  of  the  largest 
refrigerator  cornpanies  in  the  United  States.  He  has 
a  thorough  knowledge  of  the  production  and  the  selling 
end  of  the  refrigerator  business.  The  company  which 
he  represents  makes  only  standard  sizes  and  styles  of 
refrigerators  in  large  numbers,  and  has  continually 
refused  to  accept  any  orders  calling  for  special  con- 
struction, on  the  ground  that  it  is  more  profitable  for 
them  to  depend  for  their  profits  on  mass  production. 

Mr.  X.,  however,  discovered  that  it  was  necessary, 
because  of  his  company's  policy,  for  him  to  turn  away 
on  the  average  several  thousand  dollars'  worth  of  busi- 
ness per  month.  Accordingly,  he  decided  that  it 
would  be  a  worth-while  experiment  to  do  a  httle  manu- 
facturing himself,  in  order  to  fill  some  of  the  special 
orders  which  he  was  forced  to  turn  away  from  his  own 
company.  He  reasoned  that  so  long  as  he  did  not 
take  away  customers  from  the  concern  which  employed 
him,  it  would  be  a  perfectly  ethical  thing  for  him  to  do, 
though  he  did  not  at  present  wish  the  fact  to  be  known 
by  his  employers.  Nor  did  he  have  at  this  time  more 
than  a  few  hundred  dollars'  capital  to  put  into  the  new 
venture. 

In  accordance  with  the  policy  which  Mr.  X.  had 
decided  upon,  he  took  a  few  orders  in  the  spring  of 
1920,  and  hired  a  firm  of  carpenters,  skilled  in  the  art 
of  making  refrigerators,  to  do  the  work.  As  he  re- 
quired a  large  deposit  when  each  order  was  accepted, 
he  managed  to  finance  the  operations  for  a  few  months 
in  this  way. 

Orders  began  to  come  in  rapidly  by  July,  1920,  and 
it  soon  became  evident  that  if  this  "side  line"  of  Mr. 
X's  was  to  be  continued,  he  must  have  a  more  definite 
organization  for  carrying  on  the  work.  Yet  it  was  also 
apparent  that  his  position  would  be  in  danger  if  his 
identity  should  be  disclosed  in  this  connection  before  his 
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side  line  had  become  sufficiently  important  to  demand 
all  of  his  attention. 

Consequently  a  plan  was  worked  out  for  incorporat- 
ing the  company  in  order  to  conduct  the  business  more 
effectively.  A  president  and  a  treasurer  were  found, 
who  were  willing  to  put  a  little  money  into  the  busi- 
ness and  to  act  more  or  less  as  "silent  partners." 
Mr.  X.  himself  also  put  in  a  few  hundred  dollars.  No 
real  estate  was  purchased,  but  the  services  of  the  firm 
of  carpenters  were  secured  to  carry  on  the  manufacture 
of  refrigerators  by  allowing  them  $2,000  in  cash  for 
their  work  already  in  process  and  the  goodwill  of 
their  business.  They  accordingly  became  employees 
of  the  new  concern.  In  all,  including  the  amount  paid 
for  this  goodwill,  not  more  than  13,500  in  cash  was 
originally  put  into  the  business.  Capital  stock  was 
issued  as  follows : 

500  shares  of  preferred,  with  a  par  value  of  $50. 
500  shares  of  no  par  value  common. 

The  common  stock  carried  all  the  voting  power,  and 
the  majority  control  was  given  to  Mr.  X.  as  the  active 
promoter  of  the  organization.  A  very  little  of  the 
preferred  stock  was  sold  to  outsiders.  Another  small 
portion  was  taken  and  paid  for  by  the  officers  above 
mentioned,  while  the  remaining  portion  was  donated 
and  deposited  as  "treasury  stock,"  and  was  carried 
on  the  asset  side  of  the  balance  sheet. 

As  the  months  went  on,  business  was  turned  to  this 
new  concern  by  Mr.  A,  though  he  was  always  careful 
not  to  reveal  his  own  connection  with  the  new  company. 
Finally,  he  conceived  an  additional  project,  which,  as 
he  thought,  might  eventually  make  his  company  a 
great  success.  Realizing  from  his  former  experience 
that  the  butcher,  for  example,  is  desirous  of  placing 
with  the  same  concern  an  order  for  some  of  the  other 
general  equipment  needed  in  addition  to  refrigerators, 
such  as  scales,  meat  cutters,  meat  blocks,  and  the  hke, 
he  decided  to  act  as  a  jobber  for  these  appliances,  and 
so  add  a  profitable  side  line  to  his  refrigerator  business, 
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There  is  a  very  wide  margin  between  the  purchase 
price  and  the  selUng  price  of  such  goods,  and  no  added 
salary  expenses  were  incurred  by  this  policy. 

In  the  meantime,  Mr.  X.,  who  has  little  knowledge 
of  accounting  and  finance,  was  endeavoring  to  keep  the 
books  of  his  concern  and  to  exercise  general  supervision 
after  his  day's  work  was  done  for  the  company  which 
employed  him.  By  February,  1921,  however,  his 
affairs  were  in  such  a  condition  that  he  decided  to 
engage  the  services  of  a  new  accountant,  who  would 
also  act  as  "assistant  treasurer,"  to  help  in  straighten- 
ing out  his  finances.  The  first  balance  sheet  drawn  up 
showed  the  following  condition: 

Statement  of  .    .    .   Refeigebator  Company 
February  1,  1921 
Assets 

Machinery,  equipment,  etc $2,000 

Inventory : 

Raw  material 1,000 

In  process 1,500 

Receivables : 

Accounts 2,000 

Notes 2,500 

Cash 500 

Goodwill ■ 7,000 

Treasury  stock 14,000 

$30,500 
Liabilities 
Capital  Stock: 

Preferred  (par  val.  $50) $25,000 

Common,  500  shares  (no  par  value)  500 

Accounts  payable 5,000 

$30,500 

At  this  point  it  should  be  explained  that  it  was  now 
the  usual  practice  of  the  .  .  .  Company  to  require 
25  per  cent  cash  with  all  orders,  25  per  cent  more 
C.  O.  D.,  and  the  balance  over  a  six  months'  period, 
covered  by  notes  due  each  month  for  one-sixth  of  the 
amount  unpaid  at  the  time  of  delivery  (50  per  cent 
of  the  selling  price).  These  terms  are  common  in 
the  "trade."     But  the   terms   granted   to   the   com- 
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pany  when  purchasing  materials  were  as  a  rule  not 
more  than  sixty  days  net,  and  they  were  never 
able  to  take  their  casli  discounts  because  of  their 
lack  of  working  capital.  In  fact,  they  were  rarely  able 
to  pay  their  bills  at  the  expiration  of  the  net  period. 
They  usually  tried  to  put  oS  their  smaller  creditors  on 
the  ground  that  their  financial  position  would  soon  be 
more  satisfactory,  and  that  they  would  then  pay  cash 
for  their  orders.  Consequently,  this  concern,  while 
giving  long  term,  did  not  itself  secure  any  of  the  ad- 
vantages in  purchasing  which  come  from  prompt  pay- 
ments and  an  abundant  supply  of  working  capital,  nor 
was  it  possible  at  this  time  to  borrow  any  money  from 
the  local  banks,  because  of  the  extremely  unsatisfactory 
current  position.  It  should  further  be  explained  that 
long  terms  were  also  given  to  the  customers  who  bought 
the  accessories  carried  as  a  side  line,  though  in  this 
case  again  the  credit  terms  to  the  .  .  .  Company  were 
much  shorter. 

One  salesman  was  now  put  on  the  road  on  a  com- 
mission basis,  ranging  from  5  per  cent  to  10  per  cent, 
depending  upon  the  articles  sold.  Orders  began  to  come 
in  rapidly  within  the  next  two  or  three  months,  until  by 
spring  the  company  was  almost  literally  swamped  with 
work  which  there  was  no  possibility  of  completing  for 
several  months.  The  management,  however,  was  dis- 
posed to  encourage  these  orders,  because  a  certain 
amount  of  cash  was  received  with  each  order — and 
more  cash  was  absolutely  necessary  for  the  business  if 
it  was  to  continue. 

Practically  every  expedient  had  been  tried  in  order  to 
secure  and  conserve  working  capital.  For  example, 
neither  the  president  nor  the  treasurer  received  any 
salary,  and  the  "assistant  treasurer  and  accountant," 
while  nominally  receiving  a  small  salary,  had  drawn  out 
practically  nothing.  Part  of  the  salesman's  commissions 
were  not  for  the  present  being  paid.  Further,  though 
an  excellent  trade-mark  had  been  devised,  it  had  not 
been  registered  because  of  the  expense  which  would 
thereby  be  incurred.     Some  difficulty  had  always  been 
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experienced  in  meeting  the  absolutely  necessary  pay- 
roll, and  frequently  checks  were  "kited  "  by  the  officers 
between  different  local  banks,  with  a  view  to  securing 
temporary  funds  before  demands  were  made  by  cred- 
itors. Frequently,  also,  Mr.  X.  drew  on  his  personal 
account  in  order  to  pay  the  weekly  bills. 

By  the  end  of  March,  an  officer  of  the  concern, 
through  an  influential  friend  who  was  well  known  to 
one  of  the  banks  in  an  adjoining  town,  managed  to 
arrange  for  the  discount  of  some  of  the  customers' 
notes  held  by  the  .  .  .  Company.  This  arrangement 
brought  only  temporary  relief. 

In  April,  1921,  the  financial  statement  submitted  to 
the  State  Tax  Commissioner  was  as  follows : 

Statement  of      ...  Refbigeratoh  Co . 
April  1,  1921. 

Assets 

Machinery,  equipment,  etc $2,500 

Inventory; 

Raw  material 2,000 

In  process 3,000 

Notes  receivable .     " 3,000 

Cash 1,000 

Goodwill 7,000 

Treasury  stock 13,500 

$32,000 

Liabilities 

Capital  Stock: 

Preferred  (par  val.  $50) $25,000 

Common,  500  shares  (no  par  value)         500 

Accounts  payable 4,325 

Deposits  due  to  customers  on  ac- 
count of  unfilled  orders 2,000 

Surplus 175 

$32,000 

The  accountant  also  discovered  that  the  volume  of 
business  since  the  organization  of  the  company  in 
July,  1920,  had  been  about  $50,000,  and  that  the  sales 
were  rapidly  increasing.  In  fact,  during  the  next 
month  of  April,  $10,000  worth  of  goods  were  sold. 
The  terms  of  sale  were  at  this  time  made  somewhat 
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more  flexible,  much  business  being  done  for  cash  and 
some  on  open  account.  By  May  15,  the  Company 
was  discounting  $2,500  of  its  notes  receivable,  and  the 
financial  condition,  as  given  by  the  treasurer,  was  as 
follows : 

Statement  of      ...   Refrigerator  Company 
May  15,  1921 


Assets 
Machinery,  equipment,  etc. 
Inventory: 

Raw  material . . . 

In  process .... 
Finished  goods*. .  . 
Notes  receivable : 

Under  6  months . 

Over  6  months. . 
Accounts  receivable , 

Cash 

Treasury  stock. .    . 
Goodwill 


13,000 

2,300 
2,800 
2,600 

2,500 

1,200 

4,800 

600 

14,100 

,1,000 

$34,900 


*  Mostly  samples  of  side  lines  for  display  purposes. 

Liabilities. 
Capital  Stock: 

Preferred  (par  val.  |50) 125,000 

Common,  500  shares  (no  par  value)         500 

Accounts  payable 5,000 

Due  to  customers 1,000 

Liability  for  notes  discounted 2,500 

Surplus 900 

$34,900 

On  the  strength  of  the  above  statement  a  loan  of 
$1,000  was  now  secured  from  the  local  bank.  All  of 
the  short-time  notes  receivable  were  also  being  dis- 
counted by  several  small  banks. 

Mr  X.  is  becoming  more  and  more  enthusiastic 
about  his  little  company  as  the  orders  are  rolling  in, 
and  he  is  now  spending  most  of  his  nights  on  his  pet 
project,  though  still  retaining  his  position  as  sales 
manager  for  the  .  .  .  Refrigerator  Company,  in  which 
he  gives  entire  satisfaction.     He  is  making  all  possible 
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sacrifices  and  feels  that  he  has  a  proposition  which  will 
ultimately  bring  him  a  fortune.  His  wife  is  also  much 
interested  in  her  husband's  new  company,  but  is 
naturally  extravagant,  and  it  has  not  been  possible  for 
Mr.  X.  to  put  into  the  company  any  considerable 
amount  of  the  earnings  received  from  his  present 
position.  After  October,  Mr.  X.  plans  to  devote  all  of 
his  time  to  the  new  business.     (He  is  still  under  forty.) 

Questions 

1.  Do  you  approve  of  launching  a  new  enterprise 
under  the  conditions  above  outlined? 

2.  Could  you  suggest  any  better  method  of  financing 
the  business  in  the  beginning? 

3.  Do  you  think  it  was  financially  desirable  for  the 
company  to  take  on  the  "side  lines"  mentioned? 

4.  Analyze  the  elements  of  weakness  which  you 
believe  are  shown  by  the  balance  sheets  submitted. 
What  important  changes,  if  any,  took  place  between 
the  various  dates?    Explain  any  unusual  item. 

5.  Do  you  approve  (a)  of  the  selling  and  (fe)  of  the 
purchasing  policy  of  the  concern? 

6.  (a)  As  an  actual,  (b)  as  a  prospective  mercan- 
tile creditor,  what  would  be  your  attitude  toward 
this  concern? 

7.  Are  the  banks  well  advised  in  discounting  the 
customers'  notes  of  this  concern?  Should  an  un- 
secured loan  have  been  made? 

8.  What  steps,  if  any,  would  you  advise  taking  in 
order  to  secure  more  adequate  working  capital? 

9.  What  do  you  expect  to  be  the  future  of  this 
company  under  present  management? 

10.  Assuming  that  you  should  have  an  opportunity 
to  buy  out  the  concern,  and  were  willing  to  do  so, 

(a)  How  much  would  you  be  disposed  to  pay  and 
(6)  How,   if  at  all,  would  you  reorganize  its 
finances? 


STATISTICAL  APPENDIX 

THE  following  Tables  of  Statistics  are  in  the  main  arranged 
so  as  to  parallel  the  various  chapters  in  the  text.  In  some 
of  them  have  been  incorporated  significant  data  here  worked 
out  for  the  first  time.  Others  contain  material  which  has  been 
published,  but  not  widely  circulated.  It  is  hoped  that  the 
material  here  listed  may  prove  of  considerable  value  to  the  stu- 
dent and  general  reader  in  connection  with  the  preceding  problems. 


I.    Number,  Size,'  and  Character  of  Ownership  of 
Industrial  Concerns  in  the  United  States 

The  following  summary  tables,  based  on  the  Census  of  Manufac- 
tures for  1914,  show  the  general  development  of  business  concerns 
over  a  fifteen-year  period : 


A.    Manufacturing  Industhibs  in  the  United  States* 

Item 

1914 

1909 

1904 

1899 

Number  of 

establishments 

275,791 

268,491 

216,180 

207,514 

Persons  engaged . 

8,263,153 

7,678,578 

6,213,612 

(1) 

Proprietors  and 

firm  members 

262,599 

273,265 

225,673 

(1) 

Salaried  em- 

ployees   

964,217 

790,267 

519,556 

364,120 

Wage  earners 

(average  No.). 

7,036,337 

6,615,046 

5,468,383 

4,712,763 

Primary  horse- 

power   

22,547,574 

18,675,376 

13,487,707 

10,097;893 

Capital 

$22,790,979,937 

$18,428,269,706 

$12,675,580,874 

$8,975,256,496 

Salaries  and  wages 

$5,366,249,384 

$4,365,612,851 

$3,184,884,275 

$2,389,132,440 

Salaries 

i;287,916,951 

938,574,967 

574,439,322 

380,771,321 

Wages 

4,078,332,433 

3,427,037,884 

2,610,444,953 

2,008,361,119 

Paid  for  contract 

work 

$198,876,826 

$178,645,635 

$145,322,516 

(1) 

Rent    and    taxes 

(including     in- 

ternal revenue) 

$582,039,665 

$457,883,110 

(2)  $131,964,825 

<"      ., 

Cost  of  materials. 

$14,368,088,831 

$12,142,790,878 

$8,500,207,810 

$6,575,851,491 

Value  of  products 

$24,246,434,724 

$20,672,051,870 

$14,793,902,563 

$11,406,926,701 

Value    added  by 

manufacture 

(value  of  prod- 

ucts less  cost  of 

materials) 

$9,878,345,893 

$8,529,260,992 

$6,293,694,753 

$4,831,075,210 

(1)    Figures  not  available.  (2)    Exclusive  of  internal  revenue. 

♦Preliminary  figures  for  1919  put  the  Number  of  Establishmeats  at  288i376,  with  a  total  Value  d 
Product  amounting  to  $62,588,905,000. 
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PROBLEMS  IN  BUSINESS  FINANCE 


II.   Analysis  of  the  Balance  Sheets  of  Leading  Industrial 
Concerns  for  the  Year  1918 

An  analysis  of  the  combined  balance  sheets  of  more  than  fifty  of 
the  leading  industrial  concerns  of  the  United  States  for  the  year  1918, 
made  by  a  well-known  investment  house,  shows  the  following  inter- 
esting relationships : 

Combined  Balance  Sheet  op  57  Leading  Industrials 
FOB  THE  Year  1918 


Assets 

Cash $251,601,600 

Receivables 547,318,307 

Inventories 988,340,287 

Securities  and  other  investments 429,952,082 

Deferred  or  prepaid  accounts 55,101,574 

Plant  account.  Tangibles 1,938,819,088 

Plant  account.  Intangibles 430,154,474 

$4,641,287,412 

Liabilities 

Common  stock $1,279,074,519 

Preferred  stock 971,365,327 

Bonds 500,114,093 

Notes  payable 206,941,018 

Accounts  payable 409,870,973 

Accrued  taxes,  dividends  and  interest 47,844,797 

Reserves 347,171,940 

Special  obligations 38,150,932 

Surplus 840,753,813 

$4,641,287,412 


Per 

Cent 

of  Total 

5.42 

11 

.79 

21 

.30 

9 

.26 

1 

.19 

41 

.77 

9. 

27 

100, 

27, 

.56 

20 

.93 

10 

.78 

4, 

.46 

8 

.83 

1, 

,03 

7. 

.48 

82 

18. 

11 

100. 


1.     Statement  of  Net  Quick  and  Total  Net  Assets 

Per  Cent  of 
Current  Assets  Current  Assets 

Cash $251,601,600  11 .  35 

Receivables 547,318,307  24. 68 

Inventories 988,340,287  44. 58 

Securities  and  other  investments 429,952,082  19.39 

Total  Current  Assets $2,217,212,276  100. 


Per  cent  of 
Current 

Current  Liabilities  Liabilities 

Notespayable $206,941,018  19.71 

Accounts  payable 409,870,973  39 .  03 

Accrued  accounts 47,844,797  4.56 

Reserves 385,322,872*  36.70 

Total  Current  Liabilities $1,049,979,660  100. 

*Mostly  reserves  for  taxca.    The  proportion  actually  current  cannot  be  determined. 
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Per  Cent  of 
Total 

Net  Assets 

Net  Quick  Assets $1,167,232,616  36.9 

Deferred  and  Prepaid 55,101,574  1.8 

Plant  Account,  Tangibles 1,938,819,088  "  61.3 

Total  Net  Assets $3,161,153,278  *       100. 

Represented  by: 

Bonds $    500,114,093 

Preferred  Stocks 971,365,327 

Common  Stocks 1,279,074,519 

Surplus  (Less  Intangibles) 410,599,339 

$3,161,153,278 

Ratio  of  Net  Quick  Assets  to  Preferred  Stock  and  Bonds 70 

Ratio  of  Total  Net  Assets  to  Preferred  Stock  and  Bonds 2. 15 

Total  net  earnings  (after  depreciation  and  taxes) $324,378,143 

Per  cent  on  capital 10. 97% 

Relation  of  preferred  stock  to  common  stock 75 . 9  % 

Relation  of  bonds  to  common  stock 39 . 1  % 


2.     Relation  of  Working  Capital  to  Gross  Sales 

An  analysis  of  the  balance  sheets  and  income  accounts  of  37  large 
industrial  concerns  shows  the  following  interesting  relations : 

Working  Capital  (Net  Quick  Assets)  $1,625,243,713 

Gross  Sales $7,150,943,372 

Turnover  of  Working  Capital 4.4  times 
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III.  Statement  of  the  Capital  and  Financial  Results  of  Opera- 
tion  OF  MoEE  THAN  250  IMPORTANT  INDUSTRIAL 

Companies  for  Each  Fiscal  Year 
«  (In  millions  of  dollars) 

A  study  of  more  than  250  of  the  leading  industrial  companies,  for 
the  period  1911-1918  inclusive,  classified  in  the  following  manner — 

A.  Farm  and  household  supplies 

B.  Industrial  material  and  equipment 

shows  the  following  significant  relationships* : 

A.     Farm  and  Household  Supplies 


litem 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1.  Total  Assets 

$2,252 

$2,759 

$3,218 

$3,416 

$3,668 

$4,398 

$5,251 

$5,278 

2.  Total  Liabilities 

(Excl.  funded  debt) 

288 

374 

484 

528 

544 

699 

1,152 

1,389 

3.  Net  Worth 

1,964 

2,385 

2,734 

2,888 

3,124 

3,699 

4,099 

3,889 

4.  Funded  Debt 

313 

280 

323 

339 

350 

392 

383 

407 

5.  Capital  Stock 

1,317 

1,646 

1,892 

1,964 

2,067 

2,382 

2,499 

2,349 

6.  Net  Income 

144 

189 

227 

203 

284 

488 

522 

371 

7.  Interest    paid    on 
Funded  Debt 

15 

14 

17 

•     17 

18 

20 

20 

18 

8.  Amount  Earned  for 

Capital  Stock .... 

128 

175 

211 

186 

265 

468 

502 

353 

9.  Dividends    paid   on 

Capital  Stock .... 

73 

101 

192 

135 

150 

200 

193 

169 

10.  Rate    of    Return 

Earned  (per  cent) : 

On  Net  Worth .  . 

7.38 

7.93 

8.30 

7.03 

9.08 

13.20 

12.98 

9.53 

On  Capital  Stock 

9.74 

10.61 

11.13 

9.46 

12.84 

19.65 

20.10 

16.03 

B.    Industrial,  Material 

AND  Equipment 

Item 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1.  Total  Assets 

$4,604 

$5,013 

$5,227 

$5,306 

$5,890 

$6,809 

$8,155 

$8,382 

2.  Total  Liabilities 

(Excl.  funded  debt) 

378 

441 

527 

531 

854 

941 

1,651 

1,937 

3.  Net  Worth 

4,226 

4,572 

4,700 

4,775 

5,037 

5,868 

6,504 

6,445 

4.  Funded  Debt 

974 

1,069 

1,071 

1,062 

1,010 

1,025 

1,132 

1,112 

5.  Capital  Stock 

2,784 

2,981 

3,062 

3,160 

3,295 

3,469 

3,.i89 

3,402 

6.  Net  Income 

265 

309 

342 

229 

444 

999 

886 

627 

7.  Interest    paid    on 

Funded  Debt 

43 

46 

47 

46 

46 

47 

51 

52 

8.  Amount  earned  for 

Capital  Stock .... 

222 

263 

295 

183 

398 

952 

835 

574 

9.  Dividends  paid  on 

Capital  Stock .... 

189 

167 

183 

157 

224 

360 

424 

323 

10.  Rate    of    Return 

Earned  (percent): 

On  Net  Worth . . 

6.27 

6.76 

7.30 

4.78 

8.81 

17.02 

13.62 

9.72 

OnCapitalStock 

8.00 

8.82 

9.63 

5.80 

12.08 

27.45 

23.25 

16.89 

*BaBed  od  a  Rtudy  made  by  a  well-known  certified  public  accountant. 
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IV.  Percentage  op  the  Various  Types  op  Securities  Outstanding 
IN  Typical  Industrial  Companies 

An  analysis  of  the  capitalization  of  groups  of  typical  industrial 
companies  shows  the  following  relationships  and  changes  in  the  nature 
of  the  securities  outstanding  between  1900  and  1920*: 


A.    Coal  and  Iron  Companies 

Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock 

71,5 
4. 
5. 

55.1 
2.5 

13. 
1.1 

28.2 

45.5 

13.3 

7.7 

.4 

32.8 

50. 

14.2 

12.3 

3. 
17.3 

3.2 
1,500 

50  2 

Preferred  Stock 

18 

Mortgage  Bonds 

8  7 

Debenture  Bonds 

4 

Miscellaneous  and  Subsidiaries'  Bonds .  . 
Notes 

19.3 

18.6 

Shares  of  no  par  value  (000  omitted) .... 

1,500 

1,500 

B.    Iron  and  Steel  Companies 


Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock 

56. 
44. 

37. 
27. 
.25 

37.2 

25. 

2.6 

.8 

34.25 

.5 

36.1 

24.6 

4.5 

.15 

33.7 

.75 

38. 
25 

Mortgage  Bonds . .                            .... 

3  2 

Debenture  Bonds 

2  1 

35.3 

31  6 

Notes 

03 

Shares  of  no  par  value 

2,344,000 

(\     Mining 

Companies 

Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock 

Preferred  Stock 

86. 
9.9 
4. 

79. 
19.3 
1. 
.6 

.2 

78.5 
21. 
.15 

78.5 
15.7 

1.7 

2. 

71.7 
12  1 

4  1 

DpbpTitiire  Bonds 

6 

Miscellaneous  and  Subsidiaries'  Bonds. . 

5  9 

.12 

2.6 

27 

5,052,000 

D.     Oil  Companies 


Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock       

65. 

12,8 

10,3 

9. 

2.5 

54  5 

Preferred  Stock '. 

30. 

Mortffaee  Bonds 

1  7 

Debenture  Bonds            

2  7 

1 

Notes                  

11 

Sharps  of  no  oar  value 

9,156,000 

♦Based  on  a  study  made  by  a  second-year  student  in  the  Harvard  Graduate  School  of  Business 
Administration, 
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E.     Railroad  Equipment  Companies 

Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock              

53.5 
46.5 

51. 
46. 
1.7 

48. 
42.8 
1.8 

50.7 

38.8 

4.9 

54.5 

Preferred  Stock 

39. 

4.3 

IVliscella,neous  a,nd  Subsidiaries'  fionds  . 

1.3 

3.7 
3.7 

4.4 
1.5 

2.4 

220,000 

F.     Sugar 

Companies 

Type  of  Security 

1900 

1905 

1910 

1915 

1920 

58. 
41, 

55. 

45. 

55. 

44.5 

50. 
43. 

46. 

Preferred  Stock 

52.5 

M.OTtsQ,s.G  Bonds                                   

.3 

Debenture  Bonds 

1. 

.3 
6.5 

l\Tiaf*plIaneous  and  Subsidiaries'  Bonds 

.4 

Notes                       

.8 

Shares  of  no  oar  value.  .        

605,000 

G.     Tobacco  Companies 

Type  of  Security 

1900 

1905 

1910 

1915 

1920 

Common  Stock   

47.8 
52.2 

18.4 
32.8 

24.7 
35.8 

45.3 
36. 

42. 

Preferred  Stock.              

31.6 

Debentures        

48.7 

39.4 

18.5 

13.1 

Miscellaneous  and  Subsidiaries'  Bonds. . 

3.3 

10.3 

Shares  of  iio  par  value 

90,000 

H.    Automotive  and  Automobile  Accessory  Companies 


Type  of  Secui'ity 

1900 

1905 

1910 

1915 

1920 

52. 
44.3 

44.3 

Preferred  Stock 

52. 

Debentures                 

Miscellaneous  and  Subsidiaries'  Bonds, . . 

Notes        ---. 

3.8 

3  8 

Shares  of  no  oar  value 

22,472,000 

STATISTICAL  APPENDIX 
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V.  Standards  for  Credit  Granting 
IN  Various  Industries 

One  of  the  most  interesting  studies  on  the  subject  of  "Financial 
Standards"  was  made  by  Mr.  Alexander  Wall,  Secretary  and  Treasurer 
of  the  Robert  Morris  Associates  (formerly  of  the  Detroit  National 
Bank  of  Commerce),  at  the  request  of  the  Federal  Reserve  Board. 
From  this  study,  which  appeared  in  the  Federal  Reserve  Bulletin  for 
March,  1919,  the  following  tables  are  given.  In  interpreting  these 
tables,  the  reader  should  remember  that  they  cover  only  one  year. 
The  average  results  of  an  analysis  covering  a  period  of  years  might 
how  different  relationships. 


1 

— Wholesale  Dry  Goor 

s — Type 

1. 

StatB- 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Fixed 

Net 

Sales 

ments 

Assets 

Liabilities 

ables 

dise 

Assets 

Worth 

e 

1 

S11.215 

S4.646 

55.067 

S5.039 

$5,674 

$2,037 

$8,191 

$29,749 

7 

2 

11.690 

5,436 

6.048 

5.500  • 

5.400 

2,026 

7,659 

25,266 

12 

3 

12,630 

6.093 

5.125 

4.831 

7.209 

2,623 

10,184 

23,783 

6 

4 

4,287 

1.497 

1.497 

1.920 

2.340 

472 

3,494 

7,817 

4 

6 

9.203 

4,216 

4.466 

4,104 

4,055 

1,551 

6,290 

13,598 

12 

6 

42,364 

21,648 

21.648 

19.137 

20,442 

9,654 

26,546 

82.025 

27 

7 

31,834 

13,118 

13.128 

12.106 

16,392 

7.020 

25.752 

61,409 

* 

8 

1.849 

698 

698 

743 

1,058 

837 

1.987 

4,027 

6 

9 

7.S.M 

3.178 

3.178 

2.956 

4,006 

546 

5,525 

12,659 

83 

$132,976 

».';9.530 

$60,855 

$56,236 

$66,576 

$26,766 

$95,628 

$260,333 

2 — Wholesale  Hardware — Type  2. 


state- 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Filed 

Net 

Salea 

ments 

Assets 

Liabilities 

ables 

dise 

Assets 

Worth 

2 

1 

$788 

$352 

S352 

$319 

$325 

$  193 

$833 

$1,974 

10 

2 

6,428 

2.410 

2.791 

1,706 

4,155 

1,372 

4,949 

13.760 

14 

3 

8,898 

2.253 

2,603 

3,318 

5,234 

3,446 

9,578 

18.192 

25 

4 

19.791 

7,281 

7,327 

8,077 

10,655 

2,693 

15,530 

36,303 

S 

5 

21.262 

8,074 

8,108 

8.487 

11,805 

5,810 

18,765 

41,161 

13 

6 

8.989 

2,339 

2,434 

2,309 

5,904 

1,182 

7,536 

18,290 

16 

7 

10.865 

4,278 

4,359 

3,734 

6,306 

1,466 

7,642 

19,856 

4 

8 

4.851 

1,899 

1,899 

1,732 

2,977 

1,741 

4,651 

9,949 

7 

9 

10.417 

3,595 

3,655 

3,006 

6,808 

1,887 

8,512 

18,176 

99 

$92,289 

$32,501 

$33,528 

$32,688 

$54,209 

$19,790 

$77,996 

$177,660 

3 — Wholesale  Grocery 

—Type 

3. 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Fixed 

Net 

Sales 

meats 

Assets 

Liabilities 

ables 

dise 

Assets 

Worth. 

' 

6 

1 

$3,207 

$1,578 

$1,643 

$1,470 

$1,470 

$451 

$2,027 

$10,037 

24 

2 

17,858 

7.794 

10,707 

6,835 

9,213 

9,326 

16,568 

59,128 

29 

3 

24,420 

10,038 

10,095 

7,423 

15,601 

6,477 

20,642 

80,095 

47 

4 

20,1.39 

7,574 

7,646 

9,242 

9,526 

3,623 

16,387 

64,039 

16 

5 

20.638 

8,683 

10,319 

8,812 

10,455 

4,067 

13,967 

60,143 

27 

6 

24.384 

10,228 

10,348 

8,499 

14,443 

5,079 

18,968 

75,238 

16 

7 

34.425 

16,658 

14,013 

18,134 

4,373 

22,898 

96,496 

5 

8 

1.811 

662 

761 

977 

195 

1,429 

4,790 

7 

9 

6.591 

2,229 

2,262 

2,292 

3,067 

872 

4,200 

17.727 

205 

$152,473 

$64,069 

169,240 

$59,247 

$82,886 

$34,463 

$117,076 

$467,692 
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4 — Tanners — ^Ttpe  5. 


State- 

Section 

Current 

Current 

Debt 

Filed 

Net 

SalM 

ments 

Aflsets 

Liabilities 

Bblei 

diss 

Assets 

Worth 

S 

1 

«22,709 

•  10,847 

S10.847 

S8,332 

J12.790 

$1,870 

$12,554 

(45.22S 

7 

2 

9,061 

3.452 

3.721 

3,028 

4.717 

2,632 

7.889 

14,474 

8 

3 

17,4i3 

6,661 

6.989 

4.617 

11,894 

7.195 

16,867 

33,697 

1 

4 

203 

99 

99 

61 

128 

15 

119 

479 

2 

6 

20,241 

8.635 

8,635 

4.978 

14,256 

9,302 

20,880 

81,983 

1 

e 

435 

167 

167 

147 

273 

73 

341 

871 

1 

7 

I,S36 

226 

226 

883 

454 

339 

1.646 

6,632 

2 

g 

4.263 

1.761 

1,787 

1,368 

2.521 

1,099 

3,576 

5.848 

28 

$75,881 

«30.73B 

(32,481 

(23,314 

(47,032 

(22.625 

(63,861 

$l>38.210 

5 — Drugs — ^Tvpe  6. 

State- 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Fired 

Net 

Sales 

ments 

Assets 

LiabiUtiea 

ables 

dise 

Assets 

Worth 

1 

$18,427 

(6,749 

(6,749 

(3.913 

$13,011 

$35,461 

$42,532 

$44,711 

2 

6.756 

2,164 

2,164 

1.640 

3,430 

3,892 

7,050 

12.234 

3 

1,908 

939 

939 

806 

970 

654 

1,478 

4,211 

4 

2.406 

794 

996 

944 

1.368 

656 

1,962 

4,743 

6 

2.401 

412 

412 

844 

1,471 

635 

2,603 

5.266 

7 

806 

213 

238 

291 

482 

168 

739 

2.166 

8 

612 

73 

73 

149 

347 

33 

467 

1,122 

9 

2.812 

1.006 

1,006 

862 

1,823 

336 

2,106 

6.697 

21 

(36.024 

(12.340 

(12,667 

(9.439 

$22,902 

$41,635 

$68,837 

$80,039 

6 — Farm  Implements — Type  7. 


State- 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Filed 

Net 

Sales 

ments 

Assets 

Liabilities 

ables 

dUe 

Assets 

Worth 

2 

2 

$2,798 

(1.360 

$1,360 

$1,070 

$1,463 

$1,886 

$3,323 

•6,618 

5 

3 

7.806 

2,983 

4,483 

1,141 

5,093 

9.758 

12.818 

13.476 

1 

4 

764 

280 

280 

361 

390 

152 

636 

941 

3 

6 

31,971 

6,868 

11,871 

12.376 

15,776 

14.910 

31.413 

22.176 

6 

6 

4.491 

1,597 

1.669 

1.876 

2.334 

2.103 

4,693 

6,239 

1 

7 

208 

63 

63 

75 

103 

86 

242 

502 

2 

9 

8,888 

3.869 

3,869 

2.236 

5,681 

3.185 

8,203 

13,123 

20 

(56,926 

(16,000 

(23,586 

$19,136 

$30,830 

•32,030 

(61.328 

•63,074 

7 — Lumber — Type  9. 


Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Filed 

Net 

Sales 

ments 

Assets 

Liabilities 

ables 

dise 

Assets 

Worth 

4 

$3,622 

$1,312 

•  1.359 

$1,654 

$1,612 

$2,220 

$4,391 

•8.066 

3 

2..533 

1,059 

1,0.59 

1.175 

802 

948 

2.410 

6.300 

6 

12.309 

4.432 

4.607 

3,199 

7,656 

14,970 

20.690 

23.148 

2 

1.437 

664 

064 

676 

597 

562 

1.339 

2.666 

11 

13.273 

6.616 

6.220 

6,595 

5,953 

4,164 

11.163 

22.210 

15 

8.984 

3.651 

3.562 

3.556 

4,661 

3,702 

9.315 

13,496 

4 

2.030 

412 

412 

938 

968 

2.612 

4.232 

2.188 

7 

6.316 

2,Iia 

2.116 

2.550 

2,467 

2.295 

5,416 

11.430 

2 

1.789 

697 

697 

696 

022 

3.550 

4,676 

4,264 

54 

$61,192 

$19,769 

$20,686 

$21,038 

$25,628 

$36,013 

$63,631 

$93,667 
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Staie- 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Fixed 

Net 

Salea 

meDts 

AsBetB 

Liabilities 

ables 

dise 

Asseta 

Worth 

1 

1 

$641 

$430 

$430 

$290 

$282 

$688 

$797 

$2,629 

1 

2 

1,120 

175 

175 

278 

751 

2,189 

2  685 

2.652 

10 

3 

397.286 

169.890 

251,470 

146.215 

176,792 

157.932 

297,443 

1,490.928 

3 

5 

6,087 

2,950 

2.950 

1.754 

3,. 505 

4,059 

7,155 

33,864 

1 

6 

220 

118 

118 

20 

195 

155 

257 

916 

1 

8 

1,776 

1,046 

1,046 

501 

1,108 

1,272 

2,003 

4,987 

2 

9 

10.330 

3,663 

3,663 

2,584 

5,268 

9,114 

12,212 

22.805 

19 

J417.460 

$177,272 

$259,851 

$151,732 

$187,901 

$176,409 

$322,652 

$1,558,781 

9 — Boots  and 

Shoes— 

-Type  13. 

SUte- 

Section 

Current 

Current 

Debt 

Receiv- 

Merchan- 

Fixed 

Net 

Sales 

menta 

Aaseta 

Liabilities 

ables 

dise 

Aaseta 

Worth 

20 

1 

$51,265 

$23,669 

$24,083 

$23,200 

$23,871 

$13,678 

$41,616 

$109,817 

14 

2 

43.765 

20.216 

20.241 

12.860 

24,570 

1,503 

24,473 

63,080 

3 

6.268 

2,025 

2,137 

2,742 

3,243 

816 

4.922 

13,438 

4 

815 

216 

216 

470 

324 

71 

669 

914 

5 

9.082 

3.930 

3,930 

3.847 

4,417 

1.695 

6,722 

16,126 

10 

6 

62.600 

22,904 

23.084 

19.374 

29,979 

26.212 

33,822 

121.073 

7 

2.179 

673 

673 

79S 

1,237 

222 

1.729 

3,290 

8 

211 

118 

lis 

98 

■80 

156 

249 

401 

2 

9 

1,638 

698 

698 

619 

987 

140 

1,086 

3,397 

66 

$167,813 

$74,449 

$75,180 

$63,908 

$88,707 

S14.499 

$U5,2SS 

$321,536 

10— Dry  Goods— Type  1. 


1 

2 

3 

4 

5 

6 

' 

9 

No.  of  statements .  . 

6 

/ 

12 

6 

4 

12 

4 

5 

83 

Currentratio 

Receivables — mer- 
chandise  

Worth — fixed  assets 
rtales — receivables . . 
Sales  — merchandise 

•Sales — worth 

Debt— irorth      .  .  . 

Per   cent. 
241.39 

90.41 
402.11 
590.37 
524.30 
363.19 

61.86 

Per   cent. 

215.04 

101.85 
378.03 
459.38 
467.88 
329.88 
78.96 

Per  cent. 
248.96 

67.01 
388.29 
492.29 
329.90 
233.53 

50.32 

Per  cent. 
288.37 

82.05 
740.25 
407.13 
334.05 
223,72 

42.84 

Per  cent. 

218.28 

101.21 
405.54 
331.33 
335.33 
216.18 
71.00 

Per  cent. 
195.69 

93.61 
274.97 
428.16 
401.25 
308.99 

36.36 

Per  cent. 
242.67 

73.85 
366.83 
507.26 
374.62 
238.46 

50.97 

Per  cent. 
264.89 

70.22 
237.39 
541.49 
380.62 
202.66 

35.12 

Per  cent. 

247.13 

73.48 
1,011.90 
428.24 
316.00 
229.12 
57.52 

Per  cent. 
223.38 

84.61 
357.27 
462.10 
391.03 
272.23 

63.66 

11 — Hardware — Type  2. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

No.  of  statements. 

2 

10 

14 

25 

8 

13 

16 

4 

7 

99 

Current  ratio 

Keceivables — mer- 
chandise  

Worth — fixed  assets 
,Sales — receivables . . 
.Salea — merchandise 

.Sales— worth 

Debt— worth 

Per   cent. 
223.22 

98.15 
431.60 
618.80 
607.38 
236.97 

42.25 

Per  -cent. 
266.72 

41.06 
260.70 
806.58 
331.16 
278.03 

56.39 

Per   cent. 
394.94 

63.39 
277.94 
548.28 
347.57 
189.93 

27.17 

Per  cent. 
271.82 

75.80 
576.68 
449,46 
340.71 
233.76 

47.15 

Per  cent. 
263.33 

71.89 
322.97 
484.98 
348.67 
219.34 

43.20 

Per   cent. 
381.05 

38.84 
837.56 
792.11 
207.70 
242.70 

32.29 

Per   cent. 
253.97 

69.21 
521.28 
631.76 
314.87 
259.83 

48.86 

Per   cent. 
255.45 

68.17 
267.14 
674.42 
334.19. 
213.91 

40.82 

Per  cent. 
289.76 

44.15 
457.00 
604.62 
266.96 
213.52 

42.93 

Per  cent. 
283.95 

60.29 
394.11 
643.50 
327.73 
227.78 

42.98 
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12 — Grocers — Type  3. 


1 

2 

3^ 

4 

5 

6 

7 

8 

9 

Nltioaal 

No.  of  statements.. 

5 

24 

29 

47 

15 

27 

46 

5 

7 

205 

Current  ratio 

Receivables — mer- 
chandise   

Worth— fixed  assets 
Sales — receivables . . 
Sales — merchandise 

Sales — worth 

Debt— worth 

Per  cent. 

203.26 

100.00 
499.41 
682.78 
682.78 
495.16 
81.06 

Per  cent. 
229.12 

74.18 
177.66 
865.07 
641.77 
356.87 

64.61 

Per  cent. 
243.27 

47.58 

318.69 

1,079.03 

413.39 

388.01 

48.90 

Per  cent. 
265.89 

97.56 
452.58 
692.91 
672.25 
390.79 

46.65 

Per   cem. 
237.68 

84.26 
343.17 
682.51 
575.25 
430.91 

73.93 

Per   cent. 
233.42 

58.84 
373.45 
885.26 
520.93 
396.66 

54.55 

Per  cent. 
223.78 

77.27 
523.62 
688.61 
532.12 
421.41 

68.38 

Per  cent. 
322.22 

77.80 
732.82 
629.43 
400.29 
336.19 

39.32 

Per  cent. 
250.82 

74.73 
481.65 
773.42 
577.89 
422.07 

53.85 

Per  cml. 
237.08 

71.00 
330.71 
788.00 
604.25 
399.47 

59.14 

13 — Tanners — Type  5. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

National 

No.  of  atatemsDts . . 

6 

7 

8 

1 

2 

1 

1 

2 

23 

Per  cent. 

Per   cent. 

Per   cent. 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

Current  ratio 

209.35 

262.10 

313.66 

206.06 

234.40 

260.47 

379.64 

241.28 

246.86 

Receivables — mer- 

chandise  

65.14 

64.19 

37.97 

47.65 

34.92 

53.84 

25.59 

54.26 

49.57 

Worth— fixed  assets 

671,33 

299.73 

234.28 

793.33 

224,46 

467.12 

487.90 

326.37 

283.51 

Sales — receivables. . 

542.79 

369.33 

746.00 

785.24 

642.98 

692.61 

637.82 

427.48 

692.81 

Sales  — merchandise 

363.60 

306.84 

283.31 

374.21 

224.36 

319.04 

1.240.62 

231.97 

293.80 

Sales — worth 

360.26 

183.47 

199.89 

402.53 

153.17 

255.42 

342.37 

166.53 

216.42 

Debt— worth 

86.40 

47.29 

41.46 

43.36 

41.35 

48.97 

13.37 

49.97 

50.80 

14- 

-Drugs — Type  6. 

1 

2 

3 

1 

5 

6 

7 

8 

9 

National 

No.  of  statements.  . 

2 

3 

3 

4 

0 

4 

1 

1 

3 

21 

Current  ratio 

Receivables — mer- 
chandise   

Worth — fixed  assets 
Sales — receivables. . 
Sales  — merchandise 

Sales — worth 

Debt— worth 

Per  cent. 
273.03 

30.07 

111.04 

1,142,62 

343.04 

105.12 

15.86 

Per  cent. 
267.17 

47.81 
181.14 
746.97 
356.66 
173.63 

30.55 

Per   cent. 
202.98 

83.09 
266.78 
522,46 
434.12 
284.91 

63.63 

Per  cent. 
302.89 

69.00 
352.87 
502.43 
346.71 
241.74 

50.76 

Per  cent. 

Per  cent. 
682.75 

57.37 
467.85 
623.81 
367.91 
210.34 

16.46 

Per  cent. 
378.40 

60.37 
430.88 
740.80 
347.30 
291.74 

32.20 

Per  ceBl. 

701.86 

42.94 

1.415.15 

753.02 

323.33 

240.26 

16.63 

Per  cent. 
279.52 

46.73 
626.78 
656.92 
307.02 
265.70 

47.76 

Per  ant. 
283.83 

41.21 
141.85 
847.96 
349.48 
136.05 

31.35 

15- 

—Farm  Implements^ 

—Type  7. 

aeotions... 

1 

2 

3 

4 

5 

6 

7 

8 

0 

National 

2 

6 

1 

3 

6 

1 

2 

20 

Per  cent. 

Per   cent. 
205.73 

73.04 
176.19 
618.60 
465.47 
199.16 

40.92 

Per  cent. 
261.68 

22.40 

131.35 

1,180.98 

264.57 

106.12 

34.97 

Per  cent. 
272.86 

92.66 
418.42 
260.66 
241.28 
147.95 

44.02 

Per  cent. 

545.78 

78.45 
210.88 
179.18 
140.56 
70.69 
37.79 

Per  cent. 
281.21 

80.37 
223.15 
232.56 
267.30 
132.94 

36.56 

Per   cent. 
483.61 

72.81 
281.39 
569.32 
487.37 
207.43 

21.90 

Per  cent. 

Per  cent. 
329.72 

39.35 
267.60 
586.86 
230.99 
160.97 

47.10 

Per  cent. 
350.78 

«a.50 
101.17 
329.02 
209.33 
102.84 

38.46 

Jfteoeivablea — mer- 

Worth— fixed  aaseta 
Sates — receivables. . 
Sales  — merchandise 

Debt — worth 
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10— 

liUMBEE — Type  9. 

1 
4 

2 

3 

4 

5 

6 

7 

8 

9 

No.  of  statements,  . 

3 

0 

2 

U 

15 

4 

7 

2 

54 

Current  ratio 

Reeeivablea — mer- 

obandiae 

Worth — fixed  asseta 
Sales — receivables. . 
Sales —  merohandiae 

Sales — worth 

Debt— worth 

P,r   cent. 

268.44 

102.60 
97.79 
487.06 
499.75 
184.46 
30.94 

Per  cent. 

239.18 

146.60 
254.21 
636.17 
786.53 
261.41 
43.94 

Per   cent. 
277.72 

41.78 
138.20 
723.60 
302.35 
111.87 

22.25 

Per   cent. 

216.41 

113.06 
238.25 
380.14 
429.81 
191.63 
49.58 

Per   cent. 

240.62 

110.78 
268.92 
336.77 
373.08 
198.96 
65.71 

Per   cent. 
252.99 

78.13 
251.62 
379.49 
296.52 
144.87 

38.13 

Per   cent. 

492.71 

96.90 
162.02 
233.26 
226.03 
51,70 
43.92 

Per   cent. 

251.18 

103.36 
186.43 
448.23 
463.31 
211.04 
39.06 

Per  cent. 

256.67 

75.68 
131.68 
612.64 
462.47 
91.20 
17.90 

Per   cent. 

259.08 

'  82.37 
181.73 
445.18 
366.87 
147.18 
32.50 

17 — P.iCKERs — Type  12. 


Sections 

1 

2 

3 

4 

5 

6 

7 

a 

9 

National 

No.  of  statements . 

1 

1 

10 

3 

1 

1 

2 

19 

Per   cent. 

Per   cent. 

Per  cent. 

157.98 
233.84 

82.70 

188.33 

1,019.68 

843.32 

501.24 

84.54 

Per   cent. 

Per   cent. 

Per   cent. 

Per   cent. 

Per   cent. 

Per  cent. 

Per  cent. 
160,65 

Current  ratio 

Reoeivablea — mer- 
chandise   

Worth — fixed  assets 
Sales — reeeivablea. . 
Salea —  merchandise 

Sales — worth 

Debt-^worth 

149.06 

102.83 
110.02 
906.65 
932.36 
329.86 
63.95 

640.00 

37.02 
122.65 
953.95 
353.12 

98.77 
6.50 

206.33 

50.04 

176.27 

1,093,67 

766,16 

473,06 

41,22 

186,44 

10,25 

165,80 

4,580,00 

469,74 

356.42 

45,91 

169,79 

53,33 
157,46 
843,82 
450,00 
248,97 

58,22 

282,00 

49,05 
133,99 
882,54 
432,89 
186,74 

29.98 

235,49 

80.76 
183.88 
1,027,30 
829,57 
483.27 

80.56 

18 — Boots  and  Shoes — Type  13. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

National 

\ 

No.  of  statements . . 

20 

14 

9 

1 

7 

10 

2 

1 

2 

66 

Current  ratio 

Heceivablee — mer- 
chandise  

Worth — fixed  assets 
Sales — receivables. . 
Sales —  merchandise 

Sales — worth 

Debt — worth 

Per  cent. 
216.59 

97.18 
204.25 
473.34 
460.04 
263.88 

67.86 

Per   cent. 

216.48 

52.34 
1,628.27 
412.75 
216.03 
216.89 
82.70 

Per   cent. 
309.03 

84.55 
513.18 
490.08 
414.36 
273.01 

43.41 

Per   cent. 

377.31 

146.06 
942.25 
194.46 
282.09 
136.62 
32.28 

Per   cent. 
231.09 

87.09 
396.57 
419.18 
366.08 
2.39.89 

58.46 

Per   cent. 
229.65 

64.62 
129.05 
624.92 
403.85 
357.97 

68.25 

Per  cent. 
323.77 

64.61 
778.82 
412.28 
266.96 
190.28 

38.92 

Per   cent. 

178.81 

122.50 
159,61 
409,18 
501,25 
161,04 
29,82 

Per  cent. 
234.67 

62.58 
743,86 
6,54.52 
344,17 
312,79 

64,27 

Per  cent. 
225.40 

72.04 
259.07 
603.12 
362.46 
278.89 

65.21 

19 — National  Type  Ratios. 


1 

2 

3 

5 

6 

7 

9 

12 

13 



No.  of  statementB. . 

83 

99 

205 

28 

21 

20 

54 

19 

66 

Current  ratio 

Special  current  ratio 
Receivables — mer- 

Per  cent. 
223.38 

Per   cent. 
283.95 

Per  cent, 
237.98 

Per   cent. 
246.86 

Per   cent. 
269,35 

Per   cent. 
356,78 

Per   cent. 
259,08 

Per   cent. 

235,49 
160,66 

80,75 

183.88 

1,027,30 

829,57 

483,27 

80,56 

Per   cent. 
226,40 

72,04 
269.07 
603.12 
362.46 
278.89 

66.21 

84.61 
357.27 
462.10 
391.03 
272.23 

63.66 

60.29 
394.11 
643.60 
327.73 
227.78 

42.98 

71.60 
339.71 
788.06 
664.25 
399.47 

69.14 

49,67 
283,61 
692,81 
293,86 
216,42 

50,86 

41,21 
141,66 
847,96 
349,48 
136,06 

21,35 

63,60 
191.17 
329,62 
209,33 
102,84 

38,45 

82,37 
181,73 
445,18 
366,87 
147.18 

32,50 

Worth — fixed  assets 
Sales — receivables . . 
Sales —  merchandise 

Sales — worth 

Debt — worth 

498 


PROBLEMS  IN  BUSINESS  FINANCE 


20 — N.\TTON.\i-  Mixed 

Type 

Ratios 

Seet;onn .■ 

1 

!1 

2 

3 

4 

5 

6 

7 

8 

9 

National 

i:^s 

ir,-, 

107 

72 

Pef  cent 

270.85 
70.06 
199.47 
615.08 
360.82 
188.94 
46.13 

144 

127 

3(1 

41 

981 

Current  ratio 

Receivables — loercbandiBe 

Worth— fixed  aaaeta^ 

Sales— rereivables „ 

Per  cent 

233.43 
69.76 
191.48 
686.16 
408.91 
209.21 
43.28 

Per  cent 

234.65 
69.95 
184.06 
650.48 
396.39 
200.71 
43.35 

Per  cent 

236.02 
61.17 
165.15 
890.14 
544.66 
281.55 
62.46 

Per  cent 

261.20 
82.43 
289.95 
558.87 
460.68 
248.97 
43.38 

Per  cent 

237.02 
66.09 
186.80 
766.26 
606.48 
297.60 
46.14 

Per  cent 

252.40 
71.89 
345.43 
627.90 
451.68 
293.25 
48.98 

Per  cent 

306.65 
69.51 
178.84 
568.12 
394.94 
142.52 
22.16 

Per  can: 

256.81 
66.11 
238.77 
776.04 
435.46 
246.22 
38.58 

P<r  eenl 

241.24 
64.64 
184.47 
734.61 
473.44 

249.34 

Debt — worth . 

47.19 
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VI.  Financial  Standards  in  the  Rubber  Tire  Industry 

An  analytical  study  of  the  finances  of  the  smaller  rubber  tire  com- 
panies  in  the  United  States,  covering  the  last  decade,  shows  the  follow- 
ing interesting  relations*: 


*The  figures  were  compiled  under  the  author's  direction  by  s  second-year  student  in  the  H»- 
Tard  University  Graduate  School  of  Bn9mi=>si4  Administration. 
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\'II.     Financial  Standauds  in  the  Automobile  Industry 

A  compaiativc  study  of  the  financial  condition  of  all  important 
automobile  companies  in  the  United  States  for  every  year  since  1910 
shows  the  following  interesting  balance  sheet  relations ::,. 


Ratio  of 


1.  Current  Assets  to  Current  Liabilities .  .  .  . 

2.  Cash  to  Current  Assets 

3.  Cash  to  Current  liabilities 

4.  Receivables  to  Merchandise  Inventory . . . 

5.  Receivables  to  Current  liabilities 

6.  Merchandise  to  Current  Liabihties 

7.  Current  Assets  to  Plant  Investment 

8.  Net  Current  Assets  to  Plant  Investment 

9.  Net  Worth  of  Plant  Investment 

10.  Total  Debt  to  Net  Worth 

11.  Net  Income  to  Capital  Stock 

12.  Net  Income  to  Sales 

13.  Receivables  to  Sales 

14.  Sales  to  Merchandise 


High 

Low 

4. 

2.4 

.24 

.04 

.85 

.1 

.55 

.15 

1.0 

.20 

2.75 

1.00 

3.0 

1.5 

2.5 

1.0 

3.5 

2.0 

1.0 

.4 

.32 

.1 

.18 

.04 

.27 

.5 

6. 

2.5 

Modal 
Average 


3.3 


.25 
.27 
.50 

2.00 

2.0 

1.5 

2.8 


♦This  s.tudy  was  made  under  the  author's  direction  by  a  second-year  student  in  the  Harvard 
University  Graduate  Itchool  of  Business  Administration. 


VIII.  Financial  Standards  in  the  Cotton  Industry 

The  following  interesting  ratios  of  concerns  engaged  in  the  cotton 
business  were  worked  out  by  Mr.  G.  Livingston  WooUey,  Manager  of 
the  Credit  Department  of  the  Hibernia  Bank  and  Trust  Company  of 
New  Orleans,  and  published  in  the  July,  1920,  Bulletin  of  the  Robert 
Morris  Associates. 
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A.     AvEBAGE  Statement  of  Cotton  Broker 
Based  on  43  Names 

Asset  s 

Cash 1246 

Bills  and  accounts  receivable 2220 

Acceptances  receivable 0013 

Cotton  on  hand 4896 

Liberty  Bonds  and  War  Savings  Stamps 0243 

Advances 0089 

Real  estate,  fixtures,  etc 0306 

Stocks  and  bonds 0739 

Sundries. 0066 

Due  from  brokers — hedges _i5i^ 

Total 1.0000 

Liabilities 

Bills  and  accounts  payable 6008 

Acceptances  payable 0057 

Money  on  deposit 0328 

Due  brokers  on  hedges 0149 

Accruals 0311 

Capital  accounts 2313 

Undivided  profits 0755 

Capital  reserves .0079 

Total 1.0000 


B.    Average  Statement  op  Cotton  Mill, 
Based  on  80  Names 

Assets 

Cash 0526 

Accounts  and  bills  receivable 0595 

Merchandise 2524 

Due  from  selling  agents 0366 

Liberty  Bonds  and  War  Savings  Stamps 0679 

Building,  plant  and  equipment 4950 

Stocks  and  bonds 0129 

Other  accounts  receivable,  including  due  from  officers,  etc 0052 

Fuel  and  supplies 0114 

Sundry,  including  goodwill,  etc .0065 

Total 1.0000 

Liabilities 

Accounts  and  bills  payable 1438 

Trade  acceptances 0008 

Due  selling  agents 0012 

Money  on  deposit 0012 

Due  aflBliated  companies 0004 

Accruals 0431 

Bonded  indebtedness , 0020 

Capital 2810 

Surplus 3644 

Reserves,  including  depreciation .1621 

Total 1.0000 
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IX.     CLASSiriCATION   OF   EXPENSES   IN   MANUrACTUlUNG   INDUSTRIES 

Having  Aggregate  Products  Valued  at  More  than 
$100,000,000  IN  1909 


Computations  made  from  the  United  States  Census  of  Manufac- 
tures for  1908  show  the  following  interesting  relations : 
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Amounts  in  MrLLioNS  of  Dollars 


Industry 


Num- 
ber of 
Con- 
cerns 


Capi- 
tal 


Value 
Of 

Prod- 
uct 


Net 
In- 
come 


Tola 
Expen- 
ses 


Salar- 
ies 
and 

Wages 


Cost  of 
IMate- 
rials 


Mis- 

cel- 

lane- 

ous 


All  Industries. 


268,491 


$18,428 


$20,672 


$2,217 


$18,455 


$4,366 


$12,143 


$1,946 


Agricultural 
Implements . . . 

2  Automobiles,  etc. 

3  Bakeries 

4  Boots  and  Shoes . 

5  Canning  and 
Preserving .... 

Carriages  and 
Wagons 

7  Car  Building 

8  Cheese,  Butter,etc 

9  Chemicals 

10  Clocks, watches,etc 

11  Clothing,  men's 

12  Clothing,  women's 

13  Coke 

14  Confectionery .... 

15  Copper,  tin,  etc. . , 

16  Cotton  Goods .... 

17  Cutlery,  etc 

18  Electric  Mach 

19  Explosives 

20  Fertihzers 

21  Flour  Mills 

22  Foundries 

23  Furniture 

24  Gas  (artificial)  . .  . 

25  Hosiery 

26  Iron  and  Steel. .  .  . 

27  Leather  (tanning) 

etc 

28  Leather  Goods. . . 

29  Liquor,  distilled. . . 

30  Liquor,  malt 

31  Lumber 

32  Musical  Instru- 

ments   

33  Paint  and  Varnish. 

34  Paper 

35  Petroleum  Ref.  etc. 

36  Pottery ,terra  cotta 

37  Printing 

38  Railway  Shops. . 

39  Rubber  Goods. . 

40  Shipbuilding .  .  . 

41  Silk 

42  Slaughtering . .  . 

43  Smelting — ^lead. 

44  Sugar  ref 

45  Tobacco 

46  Woolen  &  Worsted 


640 

743 

23,926 

1,918 

3,767 

5,492 

110 
8,479 

349 

120 
6,354 
4,558 

315 
1,944 
4,228 
1,324 

959 

1,009 

86 

550 

11,691 

13,253 

3,155 

1,296 

1,374 

446 

919 

2,375 

613 

1,414 

40,671 

507 

791 

777 

147 

822 

31,445 

1,145 

227 

1,353 

852 

1,641 

28 

19 

15,822 

985 


256 
174 
213 
222 

119 

175 
140 

71 
155 

58 
275 
129 
152 

68 
218 
822 

67 
268 

50 
122 
349 
1,514 
227 
916 
164 
1,005 

333 

70 

72 

671 

1,177 

103 
104 
409 
182 
141 
588 
238 
99 
126 
152 
383 
132 
115 
246 
431 


146 
249 
397 
513 

157 

160 
124 
275 
118 

35 
568 
385 

96 
135 
200 
628 

53 
221 

40 
104 
884 
1,228 
240 
167 
200 
986 

328 
105 
205 
375 
1,156 

90 
125 
268 
237 

76 
738 
406 
128 

73 
197 
1,371 
167 
249 
417 
436 


28 
38 
57 
35 

16 

21 

6 
16 
24 

5 
55 
44 
12 
15 
23 
74 

7 
19 

9 

14 
56 
151 
27 
53 
24 
96 

22 
12 
10 
75 
160 


14 
31 
15 
10 
119 


118 
211 
340 

478 

141 

139 

118 

259 

94 

30 

513 

341 

84 

120 

177 

554 

46 

202 

31 

90 

828 

1,077 

213 

114 

176 

890 

306 

93 

195 

300 


81 
111 
237 
222 

66 
619 
405 
114 

68 
177 
1,318 
160 
241 
366 
388 


39 

58 

73 

117 

27 

46 
32 
15 
20 
15 

133 
99 
18 
26 
50 

147 
22 
70 
5 
12 
34 

415 
81 
33 
52 

189 

39 

25 

5 

64 

366 

28 

19 

50 

14 

36 

268 

199 

20 

29 

46 

72 

7 

7 

86 

83 


60 
132 
238 
333 

102 

82 

79 

236 

64 

11 

298 

209 

64 

81 

113 

371 

18 

109 

23 

70 

768 

540 

109 

52 

110 

658 

248 
60 
36 
97 

508 

44 

79 

165 

199 

22 

202 

199 

82 

31 

108 

1,203 

152 

226 

177 

283 
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Percentage  Relations 


Ratio  of 

Ratio  of 

Ratio  of 

Ratio  of 

Ratio  of 

Ratio  of 

Ratio  of 

Cost  of 

Cost  of 

Miscell'n's 

Si 

Value  of 

Net  Income 

Net  Income 

Expenses 

Services 

Materials 

Expenses 

0 

3 

Product  to 

to  Capital 

to  Value 

to  Value 

to  Total 

to  Total 

to  Total 

Capital 

of  Product 

of  Product 

Expenses 

Expenses 

Expenses 

fS 

112 

12 

10.8 

89.2 

23.7 

65.8 

10.5 

57 

11 

19.2 

80.8 

32.9 

51.1 

16.0 

1 

143 

21.8 

15.2 

84.8 

27.6 

62.5 

9.9 

2 

186 

26.7 

14.4 

85.6 

21.5 

69.9 

8.6 

3 

231 

15.8 

6.8 

93.2 

24.5 

69.6 

5.9 

4 

132 

13.4 

10.2 

89.8 

19.0 

72.0 

9.0 

5 
6 

91 

12. 

13.2 

86.8 

32.7 

58.9 

8.4 

88 

4.3 

4.8 

95.2 

27.3 

66.7 

6.0 

7 

387 

22.5 

6.0 

94.0 

5.7 

91.0 

3.3 

8 

76 

15.5 

20.3 

79.7 

21.5 

68.2 

10.3 

9 

60 

8.6 

14.3 

•    85.7 

50.6 

37.2 

12.1 

10 

206 

20. 

9.7 

90.3 

25.9 

57.9 

16.2 

11 

300 

34.1 

11.4 

88.6 

29.0 

61.1 

9.9 

12 

63 

8.0 

12.5 

87.5 

20.7 

75.5 

3.9 

13 

200 

22.1 

11.1 

88.9 

20.7 

67.9 

11.4 

14 

91 

10.5 

11.5 

88.5 

28.2 

63.7 

8.1 

15 

76 

9.0 

11.8 

88.2 

26.6 

66.9 

6.5 

16 

79 

10.4 

13.2 

86.8 

47.8 

40.1 

12.1 

17 

82 

7.0 

8.6 

91.4 

34.5 

53.8 

11.7 

18 

80 

18. 

22.5 

77.5 

17.3 

72.5 

10.2 

19 

85 

11.5 

13.5 

86.5 

13.2 

77.2 

9.7 

20 

252 

16.0 

6.3 

93.7 

4.1 

92.8 

3.1 

21 

82 

10. 

12.3 

87.7 

38.5 

50.1 

11.4 

22 

106 

11.9 

11.2 

88.8 

38.1 

51.0 

10.9 

23 

18.2 

5.8 

31.7 

68.3 

29.4 

46.2 

24.5 

24 

122 

14.6 

12.0 

88.0 

29  8 

62.7 

7.4 

25 

98 

9.6 

9.7 

90.3 

21.3 

73.9 

4.8 

26 

99 

6.6 

6.7 

93.3 

12.7 

81.2 

6.1 

27 

150 

17.1 

11.4 

88.6 

26.5 

64.6 

8.9 

28 

285 

13.9 

4-9 

95.1 

2.6 

18.4 

79.0 

29 

57 

11.2 

20. 

80. 

21.3 

32.2 

46.5 

30 

96 

13.4 

13.8 

86.2 

36.8 

51.0 

12.2 

31 

87 

8,7 

10.0 

90.0 

35.1 

54.2 

10.7 

32 

120 

13.5 

11.2 

88.8 

16.8 

71.1 

12.2 

33 

65 

7.6 

11.5 

88.5 

21.2 

69.7 

9.1 

34 

130 

8.3 

6.3 

93.7 

6.2 

89.6 

4.2 

35 

54 

7.1 

13.2 

86.8 

54.2 

33.4 

12.5 

36 

125 

20.2 

16.1 

83.9 

43.3 

32.6 

24.1 

37 

49.0 

17.1 

49.2 
72.0 

1.8 
10.9 

38 

"  129" 

"i4'l   ' 

"lO^o" 

"SQ.I" 

39 

58 

4.0 

0.8 

93.2 

43.4 

46.2 

10.4 

40 

130 

13.2 

10.2 

89.8 

26. 

60.8 

13.2 

41 

358 

14.1 

3.9 

96.1 

5.4 

91.3 

3.3 

42 

126 

5  3 

4.2 

95,8 

4.3 

94.8 

0.9 

43 

216 

7.0 

3.2 

96.8 

3.0 

93.8 

3.2 

44 

170 

20.7 

12.2 

87.8 

23.5 

48.4 

28.0 

45 

101 

11.1 

11.0 

89.0 

21.3 

72.9 

5.8 

46 
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X.  Classified  Expenses  in  Retail  Stores 

Figures  recently  issued  by  the  National  Association  of  Newspaper 
Executives  show  the  common  experience  in  percentage  of  net  sales 
in  the  principal  branches  of  retail  trade.  These  figures  are  compiled 
from  data  furnished  by  the  Harvard  University  Bureau  of  Business 
Research  and  some  of  the  retail  research  organizations.  They  were 
recently  published  in  the  Retail  Public  Ledger  (March  16,  1921). 


De- 
part- 
ment 


Gro- 
cery 


Drug 


Hard- 
ware 


Furni- 
ture 


Men's 
Cloth- 
ing 


Shoe 


Jewel- 
ry 


Rent 

Salaries 

Advertising* 

Heat  and  Light 

Delivery 

Supplies 

Insurance  and  Taxes . 

General  expenses 

Depreciation  and 

Shrinkage 

Bad  debts 

Total    percentage    of 
expenses  to  sales . .  . 


3.24 
9.65 
4.67 

.54 
1.02 

.38 
1.08 
4.15 


1 


3.07 

8.46 

1.83 

.39 

2.53 

.37 

.58 

.45 

.76 

.47 


4.02 
10.95 

2.76 
.69 
.51 
.35 

1.21 

4.49 

.47 
.19 


3.41 
10.11 

1.12 
.43 
.91 
.60 
.99 

2.01 

.52 
.31 


5.04 

9.73 

3.72 

.92 

.94 

.41 

1.57 

1.10 


2.14 
1.94 


3.04 

9.49 

3.16 

.62 

.65 

.43 

1.07 

2.31 

2.16 
.34 


3.21 

10.51 

2.65 

1.10 

.46 

.30 

1.03 

4.36 

.50 
.10 


4.98 
10.96 

2.85 
.61 
.09 
.89 

1.32 

3.95 

.95 
.21 


26.05 


18.91 


25.65 


20,41 


27.51 


23.27 


24.22 


26.81 


*Specialty  store  advertising  can  run  as  high  as  5. .5  per  cent. 


Extremely  valuable  computations  of  a  more  detailed  sort  are  being 
made  annually  by  the  Harvard  University  Bureau  of  Business  Research 
for  the  following  lines  of  business :  Retail  Grocery,  Wholesale  Grocery, 
Retail  Shoe,  Wholesale  Shoe,  Retail  Hardware,  Retail  Jewelry,  Retail  Drug. 
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XI.  The  Annual  Turnovek  of  Stock  in  Retail  Stokes 

There  are  presented  herewith  figures  regarding  the  turnover  of 
inventory,  collected  from  various  sources. 

This  following  table  (A)  is  based  on  the  result  of  questionnaires 
sent  to  about  5,000  different  concerns,  the  results  of  which  were  pub- 
Ushed  in  the  Bulletin  of  the  National  Association  of  Credit  Men  (April, 
1917,  page  240) ; 


A.  General  Retail  Stores 

Business 

Stock  Turnover 

Percentage 
Cost  of  Doing  Busi- 
ness (on  Net  Sales) 

Groceries 

Department  Stores . 

10 
7 
4 
4 

3 
2 
2 

IH 

16 
26  M 

Drugs     .    . 

24M 
23 

Dry  Goods 

19K 

Furniture 

Boots  and  Shoes   . 

24 
23  U 

Clothing 

20K 
25H 

Jewelry 

The  annual  average  turnover  of  the  following*  lines  of  stock  in 
several  hundred  department  stores  has  been  estimated  by  the  Bureau 
of  Business  Standards  of  the  A.  W.  Shaw  Company  as  follows : 


B.  Tttrnover  of  Stock 

IN  Department  Stores 

Type  of  Goods 

Stock  Turnover 

Type  of  Goods 

Stock  Turnover 

9 

8 

6 

4.2 
4.2 
4.1 

4 

3.5 

Women's  ready-to- 
wear  clothing 

Wall  paper 

Men's  furnishings 

Underwear 

Dress  goods 

3  2 

Silks 

3  1 

Domestics 

3 

Carpets 

1.5 

The  annual  stock  turnover  in  the  Rexall  chain  of  drug  stores  was 
some  years  ago  reported  to  be  as  follows : 

C.  Turnover  in  Rexall  Stores 


Type  of  Goods 

Stock  Turnover 

Type  of  Goods 

Stock  Turnover 

SodfL  water 

52 
20 

'.        15 

General  merchan- 
dise   

Total  Store. .  ^ 

Candy 

Cigars 

8 
10 

508 


PROBLEMS  IN  BUSINESS  FINANCE 


XII.  Relative  Advertising  Expenses  in  Typical  Concerns 

A  study  covering  1,489  cases,  the  results  of  which  have  recently 
appeared  in  System  (May,  1921,  p.  673,  ff.),  shows  the  following 
interesting  relations  of  advertising  expenses  and  total  selling  expenses 
to  net  sales,  in  manufacturing  concerns : 


Percentage  Expense 

ON  Net  Sales 

Business 

Advertising 

Total  Selling 

5       % 
4.29% 
1.6  % 

1.88% 
4.55% 

12.25% 

Hardware  manufacturing 

Drv-20ods  jobbine 

8.     % 
7.33% 

Hosiery  manufacturing 

10.     % 

Food  products  manufacturing 

14.3  % 

XIII.  The  Relation  of  Net  Income  to  Invested  Capital* 

A  study  of  the  relationships  which  exist  between  the  invested 
capital,  capital  stock,  and  the  net  income  of  various  types  of  manufac- 
turing concerns,  based  on  the  general  figures  given  in  the  Treasury 
Report  on  Corporate  Earnings  and  Government  Revenues  for  the 
year  1917,  shows  the  following  significant  facts : 

A.    Investment  and  Income  Statistics  of  Garment  Manupac- 

TDRiNG  Concerns,  Grouped  According  to  Invested 

Capital  (thousands  omitted) 


1917 

1916 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Group 

a 

is 

■S.-a 

i 

a 

1 

»  o 

g«= 
"  o 

'5m 

S.O 

■a 

.J  OS 
1" 

i 

•4^ 

4J 

Under  $10,000 

10,000-20,000 

20,000-50,000 

50,000-100,000 

100,000-200,000... 
200,000-500,000.  .  . 
500,000-1,000,000.. 
1,000,000-2,000,000 
2,000,000-5,000,000 

17 

29 

108 

57 

37 

25 

9 

7 

2 

5.4 

11.6 

24. 

50. 

103. 

191. 

388. 

618. 

1075. 

7. 

14. 

32. 

72. 

145. 

321. 

663. 

1176. 

2349. 

4.2 

2.4 

9. 

17. 

40. 

80. 

183. 

480. 

561. 

77. 
21. 
35. 
34. 
39. 
42. 
47. 
78. 
52. 

60. 
17. 
26. 
24. 
27. 
25. 
28. 
41. 
24. 

5.2 

6.1 

22. 

45. 

100. 

201. 

416. 

544. 

825. 

6.7 

7.4 

29. 

65. 

141. 

336. 

711. 

1033. 

1798. 

2.8 

1.9 

8. 

15. 

33. 

67. 

145. 

227. 

312. 

57. 
31. 
36. 
35. 
33. 
33. 
35. 
42. 
38. 

44. 
26. 
27. 
24. 
24. 
20. 
20. 
22. 
17. 

^Prepared  under  the  author's  direction  by  a,  second-ye^r   st;adent   in  the   Harvard   Graduate 
-Bchoel  of  Businegs  Administratioi;, 
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r^l2  PIl)BLEMS  IN  BUSINRPS  FINANCE 

XIV.     Corporation  Income  Distributed  by  Industrial  Groups 

The  Report  on  Statistics  of  Income  for  the  calendar  year  1919,  re- 
cently published  under  the  direction  of  the  Commissioner  of  Internal 
Revenue,  furnishes  the  following  significant  data: 

4 

Distribution  of  Corporation  Income  by  Industrial  Groups  and  Into  Those 
Reporting  Net  Income  and  Those  Reporting  No  Net  In- 
come, Calendar  Year  1919 


Total 
num- 
ber of 
corpo- 
rations 
report- 
ing 

Corporations  reporting  net  income 

Industrial  groups 

Num- 
ber 

Per  cent 
reporting 

net 
income 

Gross  income 

Total 
deductions 

Net 
income 

Agricultural  and  related  in- 

8,298 
18,469 

12,332 
8,469 
1,849 
660 
6,614 
1,514 
7,181 
5,102 
3,220 

13,118 
7.793 

4,442 
5,272 

9,134 
7,356 
1,620 
407 
5,438 
1,242 
5,720 
3,376 
2,338 
9,689 
5,583 

53.53 
28.55 

74.07 
86.86 
87.61 
01.67 
82.22 
82.03 
79.65 
66.17 
72.61 
73.86 
71.64 

8640,810,617 
3,904,284,585 

9,489,362,201 
7,014,671,268 
2,169,701,062 
1,107,239,638 
2,329,240,913 
1,141,822,033 
1,174,549,826 
4,243,044,678 
.769,795,732 
12,616,661,680 
3,648,784,937 

$547,301,397 
3,471,660,884 

8,869,537,287 
6,102,292,243 
1,928,316,652 

980,407,898 
2,045,01  ;,S70 
1,012,.587,058 
1,045,582,021 
3,791,273,995 

062,748,158 

10,827,449,106 

3,220,317,695 

893,509,220 
432,623,701 

619,824  914 

Mining  and  quarrying 

Manufacturing: 

Food  products,  liquors, 
and  tobacco  . . 

Textile      and      textile 

912,379,025 
241,384  410 

Leather  and  leather 
products          

Rubber     and     rubber 

126,831,740 
284,224,043 
129,234,975 
128,967,805 
451,770,683 
107,047,574 

Lumber      and      wood 

Paper,  pulp,  and  prod- 

Printing  and  publish- 

Chemicals    and    allied 

Stone,  clay,  and  glass 
products. 

Metal  and  metal  prod- 
ucts  _ 

All      other     manufac- 
turing industries 

1,789,212,574 
428,467,242 

Total  manufacturing 

67,852 

51,903 

76.49 

45,704,873,968 

10,485,528,983 

5,219,344,985 

Construction _ 

Transportation    and    other 
public  utilities 

8,242 

20,547 
70,159 

15,723 
72,813 

9,721 

335 

28,030 

5,927 

14,104 
58,952 

11,392 
52,275 

5,183 
108 
74 

71.91 

68.64 
84.03 

72.45 
71.79 

53.34 

32,24 

.26 

1,771,888,131 

*4,303,369,304 
23,782,322,382 

1,260,708,452 
5,589,689,912 

1,289,767,488 
9,809,081 
3,482,132 

1,609,424,360 

•»3,340,309,929 
22,334,032,368 

1,137,396,974 
4,741,405,436 

1,170,733,834 
8,.522,8S1 
3,270,.54S 

162,463,771 
963,059,375 

Trade 

Public     service  —  profes- 
sional,    amusements. 

1,448,290,014 

123,311,478 
848,284,476 

Finance,     banking,     insur- 

Combinations  —  predomi- 
nant industry  not  ascer- 

119,033,654 

Coneerns  in  liquidation 

Inactive  concerns 

1,286,200 
211,584 

Total 

320,198 

209,034 

65.47 

88,201,006,052 

7S,St9,.->S7,.594 

9,411.418,4.58 

*Gross  income  and  total  deductions  incomplete 
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DiSTlUBUTION  OF  CoKPOKATION  InCOJIB  BY  INDUSTRIAL  GROUPS  AXD  INTO  THOSE 

Reporting  Net  Income  and  Those  Reporting  No  Net  In- 
come, Calendar  Year  1919 — Covtitiucd 


Corporations  reporting  net 

Income 

Income  tax 

War-profits 
and  excess- 
profits  tax 

Total  tax 

Percentage 
distri- 
bution of 
total  tax 

Percent  of 
of  total  tax 

to  net 

income 

Agricultural   and   related   indus- 

.$7,429,461 
37,738,016 

49,702,109 
70,397,934 
17,990,987 
10,608,636 
22,970,303 
10,662,273 
10,448,824 

37,005,241 

8,773,699 

142,.561,320 

33,770,437 

812,091,6.50 
37,343,496 

101,194,063 
202,623,710 
66,185,891 
19,262,760 
44,110.188 
19,377,888 
21,307,633 

73,.580,705 

15,615,7.54 

314,690,473 

76,357,.53S 

.$19,.521,111 
75,081,512 

150,896,172 
273,021,644 
74,176,878 
29,871,396 
67  080.491 
30,040,161 
31,756,4,57 

110.585,946 

24,389,435 

457,251,793 

110,127,975 

0.90 
3.45 

6.94 
12.55 
3.41 
1.37 
3.08 
1.38 
1.46 

5.09 

1.12 

21.02 

5.06 

20  87 

Mining  and  quarrying         - 

Manufacturing: 

Food    products,    liquors,    and 

17.35 
24.34 

Textile  and  textile  products 

Leather  and  leather  products- 
Rubber  and  rubber  goods 

Lumber  and  wood  products 

Paper,  pulp,  and  products 

29.92 
30.73 
23.55 
23.60 
23.24 
24.62 

Chemicals     and     allied     sub- 

24.47 

Stone,  clay,  and  glass  products 

Metal  and  metal  products 

All     other    manufacturing  in- 
dustries  

22.78 
25.56 

26.70 

414,891,763 

944,306,603 

1,3.59,198,366 

62.48 

26  04 

Construction...- 

Transportation  and  other  public 

9,283,276 

88,621,684 
109,377,097 

9,182,837 
57,679,505 

9,325,257 
91,399 
15,693 

57,936,480 

41,767,725 
264,424,744 

16,644,130 
60,257,692 

16,899,997 

127,966 

5.307 

67,219,756 

130,289,409 
363,801,841 

25,826,967 
107,937,097 

26,225,254 

219,365 

20,900 

3.09 

5.99 
16.72 

1.19 
4.96 

1.21 
.01 
.0  + 

41.38 
13.53 

25.12 

Public     service  —  professional 

20.94 

Finance,  banking,  insurance,  etc. 

Combinations    —    predominant 

industry  not  ascertainable 

12.72 

22.03 
17.05 

Inactive  concerns 

,  9.88 

S743,535,888 

$1,431,805,690 

82,175,341,578 

100.00 

23.11 
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Distribution  of  Corpokation  Lxcome  by  Industrial  Groups  and  Into  Those 
Reporting  Net  Income  and  Those  Reporting  No  Net  In- 
come, Calendar  Year  1919 — Continued 


Corporations  rrportinK  iit)  iipt  income 

Industrial  groups 

Number 

Per  cent 

report  inK 

no  not 

income 

Oros.';  income 

Total 
rlc<luction,^ 

Deficit 

Agriculture  and  related  industries- 

3,836 
13,197 

3,198 
1,113 

229 

253 
1,176 

272 
1,461 
1,726 

882 
3,429 

2,210 

46.47 
71.43 

25.93 
13.14 
12,39 
38.33 
17.78 
17.97 
20.35 
33.83 
27.39 
26.14 

28.36 

$150,646,094 
773,363,781 

4,550,449,604 
120,989,336 

29,295,414 

59,618,883 
143,522,600 

49,234,294 
106,795,103 
314,105,787 

67,820,179 
897,478,703 

245,392,892 

5179,983,880 
954,317,4.50 

4,641,877,735 
129,854,312 

31,322,932 

64,341,425 
162,893,706 

53,838,320 
115,787,183 
342,170,184 

78,979,008 
1,017,312,773 

313,070,970 

.«29 ,336,886 
180,933,669 

91,428,131 
8,864,956 
2,027,518 
4,722,542 

19,371,106 
4,604,026 
8,992,080 

28,064,397 

11,158,829 
119,834,070 

67,678,078 

Manufacturing: 

Food  products,  liquors,  and  to- 

Textile  and  textile  products „. 

Leather  and  leather  products 

Lumber  and  wood  products.^ 

Printing  and  pubnshing 

Chemicals  and  allied  substances.. 
Stone,  clay,  and  glass  products.... 
Metal  and  metal  products 

All  other  manufacturing  indus- 
tries  

Total  manufacturing 

15,949 

23.51 

6,384,702,815 

6,931,448,348 

366,745,733 

Construction __ _ 

Transportation   and   other  public 

utilities „ 

Trade 

2,315 

6,443 
11,207 

4,331 
20,538 

4,536 

227 

27,963 

28.09 

31.36 
15.97 

27.55 
28.21 

46.66 
67.76 
99.74 

238,185,689 

*850,046,189 
1,653,812,637 

210,434,302 
869,676,229 

310,116,299 

11,643,5.50 

3,U4,307 

260,047,974 

*934,154,717 
1,724,758,367 

230,904,755 
1,014,823,138 

377,869,674 

17,189,658 

7,788,852 

21,862,285 

84,108,528 
68,945,730 

Public       service    —  professional, 
amusements,  hotels,  etc. 

20,470,433 

Finance,  banking,  insurance,  etc 

Combinations  — •  predominant  in- 
dustry not  ascertainable. 

145,148,929 
67,753,375 

Concerns  in  liquidation _ 

Inactive  concerns 

5,546,108 
4,674,545 

Total  

110,564 

34,53 

11,657,742,792 

12,633,289,033 

995,546,241 

*Gro8s  income  and  total  deductions  incomplete 
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X\.    CoapoHATioNS  Reporting  Invksted  Capital,  Distributed 
BY  Industrial  Groups,  Calendar  Year  1919. 


Industrial  groups 

Number 

Invostcd 
capital 

Net  income 

Income  tax 

Agriculture  and  related  industries- 

4,011 

$763,011,652 

$93,040,085 

$7,415,209 

Mining  and  quarrying: 
Coal  minings 

1,158 

373 

1,091 

1,726 

1,175,891,538 

443,920,553 

1,589,427,593 

1,032,171,676 

98,912,336 

72,192,H92 

197,946,304 

61,326,268 

8,390,535 

6,469,539 

17,393,018 

5,344,731 

Gas  and  oil 

All  other  mining  and  quarrying. 

4,708 

4,241,411,360 

430,377,300 

37,597,823 

Manufacturing: 

Food  products,  liquors,  and  tobacco 

8,484 
7,062 
1,548 
379 
5,216 
1,195 
5,192 
3,097 
2,190 
9,280 
5,273 

2,550,966,167 

3,269,686,969 
794,374,746 
671,117,655 

1,675,612,626 
741,566,766 
642,853,168 

2,807,053,310 

748,114,349 

10,126,360,716 

2,163,958,788 

618,403,458 
911,336,029 
240,559,203 
126,280,705 
283,952,142 
128,633,9 '9 
127,182,958 
450,348,512 
106,788,815 
1,788,471,333 
427,827,023 

49,169,747 
70,401,755 

17,985,654 
.   10,557,526 
23,050,278 
10,608,819 
10,288,053 

Rubber  and  rubber  goods. _ 

Lumber  and  wood  products 

Paper  and  pulp  products 

Chemicals  and  allied  substances.. 

Stone,  clay,  and  glass  products 

37,334,379 
8  764  421 

Metal  and  metal  products 

142,587,891 
33,520,160 

Total  manufacturing         

48,916 

26,191,665,260 

5,209,784,117 

414,268.683 

Construction. __, _ 

5,233 

603,833,976 

1.54,528,376 

8,796,130 

Transportation  and  other  public  utilities; 
Steam  railroads.- - --- 

291 

235 

95 

6,329 

1,046 

287 

2,060 

2,222 

8,646,237,303 
691,441,493 
264,252,749 

1,360,638,644 
761,548,949 
159,367,485 

1,170,691,424 

1,793,327,923 

413,495,792 
28,402,342 
61,997,033 

127,569,527 

49,734,661 

9,670,801 

82,110,582 

174,888,909 

39,723,927 
2,742,546 

Ocean  lines,  transoceanic  and  coastaL 

\]\  nthfr  trn.nspnrtn.tinTi 

5,093,140 
10,021,909 

4,664  586 

865,831 

7,752,059 

All  other  public  utilities 

16,118,720 

Total   transportation   and    other   public 
utilities 

12,565 

14,847,505,970 

947,869,647 

86,982,718 

54,296 
10.983 

7,158,955,264 
891,492,027 

1,420,989,486 
121,394,339 

107,754,968 

Public      service — professional,      amusements, 
hotels,  etr- _ 

8,558,342 

Finance,  banking,  insurance,  etc.: 

Banks,   general,   not  precisely   defined,   or 

8,272 

6.732 

7,309 

22,866 

71 

361 
1,408 

992,309,501 
3,154,855,325 

.348,553,843 
4.430,531,798 

134,769,398 

•  512,873,434 
805,991,415 

107,233,032 

253,933,769 

48,566,512 

297,705,857 

2,375,209 

49,450,035 
57,738,205 

6,504,747 

15,949,266 

2,740,758 

22,386,234 

Life  insurance,  stock  and  mutual  companies 
Accident,  fire,  and  marine,  stock  and  mutual 

121,761 
4,231,170 

4,764,524 

Total  finance,  banking,  insurance,  etc 

47,019 

10,379,884,714 

817,002,619 

56,698,460 

Combinations,     predominant     industry     not 

4,177 
97 
32 

1,030,040,510 

20,673,884 

1,886,531 

109,434,119 

1,210,599 

1.39,267 

8,803.684 

Concerns  in  liquidation 

Inactive  concerns 

83,403 
11,741 

192,037 

66,130,351,148 

9,305,769,954 

736,971  161 
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PROBLEMS  IN  BUSINESS,  FINANCE 


CoupoKATioNS  Reporting  Invested  Capital,  Distributed  by  Industrial 
Groups,  Calendar  Year  1919 — Continverl 


Industrial  groups 

War-profits 
and  excess- 
profits  ta.\ 

Total  ta 

Per  cent 
of  net  in- 
come to 
invested 
capital 

Per  cent 
of  total 
tax  to 
net  in- 
come 

$11,703,740 

S19, 118,949 

12.10 

Mining  and  quarrying: 

Coal  mining              

9,255,479 

2,690,155 

21,146,891 

4,116,252 

17,646,014 
9,159,694 

38,539,909 
9,460,983 

8.41 
16.26 
12.45 

5.94 

17  84 

12  69 

19  47 

37,208,777 

74,806,000 

10.15 

17  38 

Manufacturing: 

Food  products,  liquors,  and  tobacco 

101,093,810 
202,252,045 
56,001,271 
18,813,453 
43,679,705 
19,227,043 
21,064,125 
72,725,170 
15,615,408 
314,365,081 
76,504,247 

150,263,557 

272,653,800 

73,986,925 

29,370,979 

66,729,983 

29,835,862 

31,352,178 

110,059,549 

24,379,829 

456,952,972 

110,024,407 

24.24 
27.87 
30.28 
18.82 
16.95 
17.35 
19.76 
16.04 
14.27 
17.65 
19.77 

24  30 

29.92 

30  76 

Rubber  and  rubber  goods 

23  26 

23  50 

Paper  and  pulp  products 

23  19 

Printing  and  publishing 

24.65 
24  44 

Metal  and  metal  products 

25  55 

All  other  manufacturing  industries 

25.70 

941,341,358 

1,355,610,041 

19.89 

26  03 

Construction 

65,772,370 

64,568,500 

25.59 

41  78 

Transportation  and  other  public  utilities: 
Steam  railroads 

3,714,333 

442,330 

12,750,313 

14,119,965 

1,222,618 

349,413 

844,040 

8,589,191 

43,438,260 
3,184,876 

17,843,453 

24,141,874 
5,887,204 
1,215,244 
8,596,099 

24,707,911 

4.78 
4.11 
23.46 
9.38 
6.53 
6.07 
7.01 
9.75 

10  51 

Electric  railroads 

11  21 

Ocean  lines,  transoceanic  and  coastal 

28  78 

All  other  transportation 

18  92 

11  84 

12  57 

Telephone  and  telegraph  companies 

10  47 

All  other  public  utilities 

14  13 

Total  transportation  and  other  public 
utilities 

42,032,203 

129,014,921 

6.38 

13.61 

Trade         

254,765,656 
15,548,172 

362,520,624 
24,106,514 

19.85 
13.62 

25  51 

Public    service — professional,   amusements. 

19.86 

Finance,  banking,  insurance,  etc.: 

Banks,  general,  not  precisely  defined,  or 
private  bankers 

5,455,162 
18,740,323 

2,555,266 

15,769,503 

112,991 

3,059,111 
4,067,338 

11,959,909 

34,689,589 

5,296,024 

38,155,737 

234,752 

7,290,281 
8,831,862 

10.81 
8.05 

13.93 
6.72 
1.76 

9.64 
7.16 

11  15 

National  banks „ 

13.66 

All  other  banking 

12  82 

Life  insurance,  stock  and  mutual  companies 
Accident,  fire,  and  marine,  stock  and  mutual 
companies 

9.88 
14  74 

All  other  insurance  companies 

15  29 

Total  finance,  banking,  insurance,  etc 

49,759,694 

106,458,154 

7.87 

13.03 

Combinations,  predominant  industry  not  ascer- 
tainable  

17,023,840 

130,497 

2,776 

25,827,524 

213,900 

14,517 

10.62 
5.86 
7.38 

23.60 

Inactive  concerns 

10  42 

Total  reporting  invested  capital 

1,425,289,083 

2,162,260,244 

14.07 

23  24 
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XVI.     Income  and  Deductions 


Distribution  of  Corporation  Income,  by  Industrial  Groups  and  by  Nature 
OF  Deductions,  Calendar  Year  1919 


Industrial  groups 

Total 
num- 
ber 
of  re- 
turns 

Total  gross 
income 

Cost  of 
goods 

Compensa- 
tion of 
officers 

Interest 
paid 

Domestic 
tax 

Agriculture  and  related 

8,298 
18,469 

12,332 
8,469 
1,849 
660 
6,614 
1,514 
7,181 
5,102 
3,220 

13,118 
7,793 

$791,457,611 
4,677,648,366 

14,039,811,805 
7,135,660,624 
2,198,996,476 
1,166,858,521 
2,472,763,513 
1,191,056,327 
1,281,344,929 
4,557,150,465 
837,615,911 

13,514,140,383 
3,894,177,829 

S373,S80,19fi 
2,548,019,408 

11,288,287,771 
5,114,912,127 
1,661,719,750 

794,115,008 
1,615,917,359 

826,981,145 

530,434,036 
3,229,900,998 

498,042,058 
9,044,525,883 
2,607,968,759 

S17,969,650 
50,069,196 

102,735  418 

150,406,756 

39,405,788 

9,589,245 

63,668,296 

25,292,607 

55,119,332 

59,375,415 

23,811,517 

203,724,391 

89,336,357 

$24,323,670 
79,437,833 

125,565,737 
52,777,813 
19,231,745 
13,288,021 
32,051,353 
12,334,746 
9,309,786 
43,278,047 
9,283,189 

122,447,338 
30,463,616 

$15,772,209 

Mining  and  quarr>'ing.... 
Manufacturing : 

Food   products, 
liquors,   and   to- 

69,218,977 
118,842,064 

TextUe  and  textile 

38,081,292 

Leather  and  leather 
products          

8,303,662 

Rubber  and  rubber 
goods _ 

Lumber  and  wood 
products     

6,969,179 
25,630,389 

Paper,    pulp,    and 

12,744,338 

Printing  and  pub- 

8,668,607 

Chemicals  and  al- 
lied substances...- 

Stone,     clay,     and 
glass  products.... 

Metal    and    metal 

30,360,140 

6,509,502 

126,560,917 

All  other  manufac- 
turing industries 

27,805,284 

Total     manufac- 
turing  

67,852 

52,289,576,783 

37,212,804,894 

822.685,122 

470,031,391 

410,475,374 

Construction _... 

Transportation   and 
other  public  utilities 

8,242 

20,547 
70,159 

15,723 
72,813 

9,721 

333 

28,039 

2,010,073,820 

*5,153,415,493 
25,43S,135,019 

1,471,142,754 
6,459,366,141 

1,599,883,787 

21,452,631 

6,596,439 

1,228,488,764 

*1, 144,599,732 
19,857,264,572 

392,422,350 

1,033,275,858 
11,800,186 
4,160,391 

59,053,423 

*66,558,816 
604,292,370 

73,200,701 
263,322,092 

33,112,921 
615,393 
219,582 

18,273,016 

*469,185,982 
251,974,803 

26,496,905 
837,231,516 

29,830,400 
505,599 
383,428 

7,214,710 

*111,686,294 
94,355,275 

Public    service — profes- 
sional,    amusements. 

22,990,719 

Finance,    banking,    in- 

180,5.55,222 

Combinations — pre- 
dominant      industry 

not  ascertainable 

Concerns  in  liquidation 
Inactive   concerns 

16,372,527 

2,794,910 

149,998 

Total  

320,198 

99,918,748,844 

63,826,416,411 

1,993,099,466 

2,207,694,543 

931,586,215 

*  Gross  income  and  total  deductions  incomplete. 
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Distribution  of  Corporation  Income,  by  Industrial  Groups  and  by  Nature 
OF  Deductions,  Calendar  Year  1919 — Continued 


Indufitrial 
groups 

E.\hauKtion, 
amortiza- 
tion, and 
depletion 

Miscellaneous 
expense 

Tola)  de- 
ductions 

Net  income 
before  de- 
ducting tax 

Income  tax, 
war-profits, 
and  excess- 
profits  tax 

Net  income 

after  de- 
ducting tax 

Agriculture    and 
related  industries 
Mining  and 

quarrj'ing 

Manufacturing: 
Food    prod- 
ucts, liquors 
and  tobacco 
Textile    and 
textile 
products .. 
Leather  and 
leather 
products .. 
Rubber  and 

$27,377,974 

$268,261,578 

$727,286,277 

$64,172,334 

$19,521,111 

$44,651,223 

475,051,952 
168,321,639 

1,204,160,908 
1,707,662,373 

5,423,978,334 
13,611,415,022 

251,670,032 
528,396,783 

75,081,612 
160,896,172 

176,688,520 
377,500,611 

104,751,984 

771,216,583 

6,232,146,555 

903,614,069 

273,021,644 

630,492,425 

15,577,055 

215,401,584 

1,959,639,584 

239,356,892 

74,176,878 

165,180,014 

rubber 

goods 

Lumber  and 

wood 

products .. 
Paper,   pulp 

and  prod- 

22,371,119 

198,416,751 

1,044,749,323 

122,109,198 

29,871,396 

92,237,802 

90,547,915 

32,638,820 
27,063,677 

107,155,139 

380,095,264 
156,433,722 

2,207,910,576 
1,066,425,378 

264,852,937 
124,630,919 

67,080,491 
30,040,161 

197,772,446 
94,690,788 

Printing  and 
publishing 

Chemicals 
and  allied 
substances 

Stone,    clay, 
and    glass 
products .. 

Metal      and 
metal 
products .. 
All    other 
manufac- 
turing in- 
dustries.... 

630,773,766 
663,374,440 

1,161,369,204 
4,133,444,179 

119,975,725 
423,706,286 

31,756,457 
110,585,946 

88,219,268 
313,120,340 

33,437,812 

170,643,088 

741,727,166 

93,888,745 

24,389,453 

71,499,292 

334,825,764 
79,834,692 

2,012,677,586 
697,759,957 

11,844,761,879 
3,533,388,665 

1,669,378,504 
360,789.164 

457,251,793 
110,127,976 

1,212,126,711 
260,661,189 

Total  manu- 
facturing- 

1,016,525,636 

7,504,455,114 

47,436,977,531 

4,832,399,252 

1,369,198,366 

3,493,400,886 

Construction  ....... 

Transportation 
and  other  pub- 
lic utilities 

Trade 

Public    service — 
professional, 
amusements, 
hotels,  etc 

Finance,      bank- 
ing, insurance, 
"etc.         .  . 

34,339,162 

1  187,'t47,727 
137,699,785 

49,642,778 
107,988,483 

37,527,202 

176,740 
191,591 

622,103,239 

12,294,986,095 
3,113,203,730 

801,548,276 
47367,133,281 

378,484,600 

9,819,711 
5,954,410 

1,869.472,334 

14,274,464,646 
24,058,790,736 

1,368,301,729 
5,756,230,694 

1,548,603,508 

25,712,539 
11,059,400 

140,601,486 

878.950,847 
1,379,344,284 

102,841,025 
703,135,547 

51,280,279 

2  4,259,908 
2  4,462,961 

67,219,756 

130,289,409 
363,801,841 

25,826,967 
107,937,097 

26,225,254 

219,366 
20,900 

73,381,730 

748,661,438 
1,015,542,443 

77,014,058 
596,198,450 

Combinations — 
predominant   in- 
dustry not  as- 
certainable  

Concerns  in  liqui- 
dation  

25,055,025 
2  4,479,273 

Inactive  concerns 

2  4,483,861 

Total 

2,073,969,030 

20,470,110,962 

91,502,876,627 

8,415,872,217 

2,175,341,578 

6,240,530,639 

1  Gross  income  and  total  deductiona  incomplpte. 

2  Deficit. 
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X\"II.    Percentage  Distribution  of  Corporation  Incoiie  and 
Deductions  by  Industrial  Groups,  Calendar  Year  1919. 


Industrial  groups 


Agriculture   and    related 

industries 

Mining  and  quarrying. 

Manufacturing; 

Food  products, 

liquors,     and     to- 
bacco  

Textile  and  textile 

products, 

Leather  and  leather 

products 

Rubber  and  rubber 

goods 

Lumber  and  wood 

products 

Paper,      pulp      and 

products 

Printing    and    pub 

lishing 

Chemicals  and  allied 

substances 

Stone,  clay  and  glass 

products 

Metal     and      metal 

products 

All    other  manufac 

turing  industries. 
Total  manufacturing 


Construction. 

Transportation  and  other 
public  utilities 

Trade 

Public  service  —  profes- 
sional,  amusements 
hotels,  etc 

Finance,  banking,  insur- 
ance, etc 

Combinations  i  redom- 
inant  industry  not  as- 
certainable  

Concerns  in  liquidation.. 

Inactive  concerns - 

Total 


100.00 
100.00 


100.00 
100.00 
100.00 
100.00 

ioo.no 

100  00 

100  no 

100.00 

loo.nn 

100.00 
100  00 


100.00 


47.20 
54.48 


80.41 
71.66 
75.57 
68.05 
fi.'i.SS 
09  43 
41.40 
70.87 
50.47 
66.93 
66.97 


71.17 


O) 


100.00 
100.00 


100.00 
100.00 
100.00 


78-06 


2.27 
1.07 


.73 
2.11 
1.79 

.82 
2.57 
2.12 
4  30 
1.30 
2.84 
1.51 
2.30 


1.57 


3.07 
1.70 


.74 

.87 

1.14 

1.30 

1.04 

.73 

.95 

1.11 

.91 

.78 


.90 


2.94 


2.38 


5.11 
4.08 


65.83  2.07 
.55,00  2.S7 
83.07     3.33 


03.88      1.99 


.99 


1.99 

1.48 


.85 

.55 

,38 

,61 

1.04 

1,07 

.68 

.67 

,78 

.94 

,72 
.79 


,36 


,37 


1.80     1,56 
12,96     2,80 


1,86 
2.36 
5.81 


6.2 


3.46 
10.16 


1.20 

1.47 
.71 
1.92 
3.66 
2.74 
2,11 
2,35 
3,99 
2,48 
2,05 


1,94 


1,02 
13,02 
2,27 


1,71 
(■) 


3,38 
1,67 


2,36 

,82 

2,90 


33.90 
25.73 


12.16 
10,81 
9,80 
17,00 
15,37 
13,13 
41,42 
14  56 
20,37 
14,88 
17,9 


14,35 


2,0S 


12.24 


54.48 
67.61 


23,66 
45,77 
90,27 


91.89 
94.62 


96.24 
87.34 
89,12 
89,54 
89,29 
89,53 
90,64 
90,70 
88,56 
87,65 
90,74 


90,72 


94,58 


93,00 
89,12 


96,79 
119.84 
167,65 


8,11 
5,38 


3,76 
12,66 
10,88 
10,46 
10,71 
10,47 

9,36 

9,30 
11,44 
12,35 

9,26 


9,28 


3.42 


7.00 
10.88 


3,21 
219 
267,65 


2.47 
1.60 


1.07 
3.83 
3,37 
2,56 
2.71 
2,52 
2,48 
2,43 
2,91 
3,38 
2,83 


2,60 


1,43 


1.76 
1,67 


1,64 
1,02 
.32 


5.64 
3.78 


2.69 
8.83 
7.51 
7.90 
8,00 
7,95 
6,88 
6,87 
8,53 
8,97 
6,43 


6,68 


3,65 

m 

3.99 


5.24 
9.21 


1.57 
220,86 
267  97 


6,25 


'Not  given,  due  to  imconiplete  data, 
2Deficit. 
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COKPOEATIONS  REPORTING  INVESTED  CAPITAL,  DISTRIBUTED  BY  SiZE  OF  INVESTED 

Capital,  Calendar  Year  1919 — Continued 


Invested  capital  claps 


Under  $500 

$500  to  $1,000._ 

$1,000  to  $2,000 

$2,000  to  $3,000.-- 

$3,000  to  $4,000 

$4,000  to  $5,000 

$5,000  to  $6,000 

$6,000  to  $7,000 

$7,000  to  $8,000 -  -. 

$8,000  to  $9,000 

$9,000  to  $10,000 

$10,000  to  $11,000 

$11,000  to  $12,000 

$12,000  to  $13,000 

$13,000  to  $14,000 

$14,000  to  $15,000 

$15,000  to  $20,000 

$20,000  to  $25,000 

$25,000  to  $30,000 

$30,000  to  $40,000 

$40,000  to  $50,000 

$50,000  to  $60,000 

$60,000  to  $70,000 

$70,000  to  $80,000 

$80,000  to  $90,000 

$90,000  to  $100,000 

$100,000  to  $150,000 

$150,000  to  $200,000 

$200,000  to  $250,000 ... 

$250,000  to  $300,000 

$300,000  to  $400,000 

$400,000  to  $500,000... 

$500,000  to  $750,000 

$750,000  to  $1,000,000 

$1,000,000  to  $1,500,000   

$1,500,000  to  $2,000,000 

82,000  000  to  $3,000,000 

$3,000,000  to  $4,000,000 

$4,000,000  to  $5,000,000 

$5,000,000  to  $10,000,000. 

$10,000,000  to  $20,000,000 

$20,000,000  to  830,000,000 

$30,000,000  to  $40,000,000 

$40,000,000  to  $50,000,000 

$50,000,000  to  $60,000,000 

$60,000,000  to  $70,000,000 

$70,000,000  to  $80,000,000 

$80,000,000  to  $90,000,000 

$90,000,000  to  $100,000,000 

$100,000,000  and  over 

«     Total 

Invested  capital  not  clearly  indi- 
cated  

Total  reporting  net  income 
Reporting  no  net  income 

Grand  total. 


Total  tax 


$47,076 

64,186 

393,251 

285,794 

274,643 

355,469 

782,654 

468,785 

495,128 

547,941 

623,644 

3,906,637 

929,834 

1,212,292 

945,213 

926,351 

5,595,302 

6,971,340 

7,861,722 

17,016,140 

14,933,110 

17,052,713 

15,060,418 

14,375,701 

13,207,376 

13,824,193 

65,955,787 

53,784,017 

49,510,763 

40,171,020 

76,599,688 

63,643,626 

123,801,883 

82,421,844 

142,071,842 

100,678,654 

146,317,806 

95,465,455 

67,913,552 

210,221,634 

184,537,904 

97,224,231 

46,065,593 

41,033,507 

19,450,573 

22,529,190 

22,007,807 

13,283,513 

13,905,729 

245,507,713 


2,162,260,244 
13,081,334 


2,175,341,578 


2,175,341,578 


Average  net 
income 


$825.18 

834.53 

1,157.75 

1,195.18 

1,343.03 

1,605.41 

1,720.04 

1,902.01 

2,133.57 

2,303.80 

2,569.99 

2,981.79 

2,982.31 

2,958.48 

3,322.12 

3,361.07 

3,599.91 

4.425.38 

4,901.95 

6,897.68 

8,017.78 

8,947.95 

11,222.66 

12,927.86 

14,818.84 

16,959.99 

20,201.80 

30,857.30 

38,810.98 

46,847.28 

63,322.60 

84,350.45 

111,468.46 

153,202.25 

217,758.68 

311,657.45 

418,195.40 

555,494.31 

642,768.24 

1,040,064.39 

1,944,966,76 

3,095,780.09 

3,428,022.13 

4,943,350.48 

6,217,358.69 

6,168,194.69 

6,949,780.56 

7,588,406.90 

8,848,640.80 

25,410,169.79 


48.458.21 
6,003.78 


44,894.52 


.\verage 
tax 


$63.53 

50.26 

97.22 

66.48 

72.52 

113.93 

126.60 

131.50 

161.91 

192.32 

244.09 

494.95 

336.41 

336.47 

368.07 

382.00 

421.14 

628.22 

728.41 

1,146.87 

1,628.15 

1,757.65 

2,376.21 

2,885.53 

3,405.72 

4,071.93 

4,929.43 

7,928.07 

10,079.55 

12,114.30 

17,240.53 

23,050.93 

30,144.12 

40,402.86 

59,568.91 

86,032.65 

113,424.66 

149,398.21 

165,239.78 

267,798.26 

441,478.24 

736,547.20 

648,811.17 

1,062,141.21 

1,215,660.81 

979,530.00 

1,375,487.94 

1,328,351.30 

1,390,572.90 

4,546.439.13 


11,259.60 
743.38 


10,376.85 


Per  cent 
of  net  in- 
come to 
invested 
capital 


382.75 
127.83 
88.53 
50.40 
40.24 
36.52 
32.99 
29.90 
28,62 
27.44 
27.19 
29.28 
26.02 
23.87 
24.63 
23.21 
21.14 
20.12 
18.20 
18.06 
18.04 
16.63 
17.42 
17.24 
17.48 
17.87 
16.79 
17,92 
17.46 
17.20 
18.38 
18.93 
18.06 
17.77 
18.01 
18.17 
17.12 
16.09 
14.43 
14.99 
14.11 
12.88 
9.87 
11.14 
11.53 
10,00 
9.22 
9.18 
9.21 
9.63 


14.07 


Per  cent 
of  total 
tax  to 

net 
income 


7.70 

6.02 

8.40 

5.56 

5.40 

7.10 

7.36 

6.91 

7.59 

8.35 

9.50 

16.60 

11.28 

11.37 

11.08 

11.37 

11.70 

14,20 

14.86 

16.63 

19.06 

19.64 

21.17 

22.32 

22.98 

24.01 

24.40 

25.69 

25.97 

25.86 

27.23 

27.33 

27.05 

26.37 

27.38 

27.28 

27.12 

26.89 

25.71 

25.75 

22.70 

23.79 

18.93 

21.28 

19.55 

15.88 

19.79 

17.50 

15.71 

17.89 


23.24 
12.38 
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XIX.    Corporations  Reporting  Invested  Capital,  Distributed  by 
Size  of  Net  Income,  Calendar  Year  1919. 


Xet  income  flass 

Number 

Invested 
capital 

Net  income 

Income  tax 

War-profits 
and  excess- 
profits  tax 

Under  S1,000 

33,249 

23,393 

19,324 

16,319 

11,720 

8,857 

7,104 

6,756 

4,666 

4,027 

3,430 

3,055 

2,590 

2,324 

2,067 

8,276 

6,362 

3,777 

4,939 

3,252 

2,493 

1,717 

1,386 

1,143 

940 

3,680 

1,849 

1.195 

906 

1,0S8 

631 

892 

491 

462 

207 

214 

118 

55 

114 

44 

11 

6 

3 

6 

$1,793,426,097 

719,871,773 

651,618,271 

569,574,200 

522,126,641 

483,905,317 

448,899,348 

413,200,988 

364,576,036 

394,084,650 

315,129,708 

325,584,981 

285,697,553 

265,383,778 

275,641,101 

1,204,536,653 

943,598,651 

907,340,174 

1,420,473,609 

1,131,818,670 

988,961,360 

774,914,213 

716,965,268 

679,962,262 

625,420,191 

2,749,177,363 

2,016,817,574 

1,736,113,671 

1,648,469,638 

2,144,795,221 

1,615,021,264 

3,153,862,262 

2,497,625,885 

3,419,711,467 

2,478,607,841 

3,043,666,796 

2,513,887,594 

1,408,677,081 

4,805,846,381 

4,647,021,609 

1,636,583,950 

2,025,251,464 

2,168,410,506 

3,271,194,508 

$13,847,818 

36,106,016 

48,008,107 

63,176,710 

52,595,729 

48,580,488 

46,131,841 

43,203,617 

39,700,650 

38,337,645 

36,079,648 

35,193,921 

32,427,393 

31,450,321 

30,002,421 

143,892,119 

119,683,385 

113,647,426 

171,135,006 

145,544,364 

137,205,726 

111,293,891 

103,726,457 

96,784,009 

89,251,700 

436,316,332 

321,160,447 

267,446,254 

246,472,618 

375,872,554 

282,183,267 

564,136,361 

423,699,188 

564,133,896 

367,966,514 

521,001,954 

411,047,691 

244,760,774 

756,882,164 

601,846,228 

264,205,779 

206,377,040 

144,672,663 ' 

518,623,897 

$30,178 

79,748 

1,056,709 

2,275,S08 

2,830,672 

2,918,994 

2,965,092 

2,897,889 

2,766,238 

2,750,536 

2,618,624 

2,600,136 

2,424,246 

2,376,363 

2,280,387 

11,130,842 

9,416,376 

8,961,169 

13,627,648 

11,566,739 

10,872,582 

8,901,328 

8,196,623 

7,659,114 

7,168,779 

34,801,205 

26,612,912 

21,456,407 

19,654,948 

29,599,940 

22,872,353 

43,356,916 

33,864,573 

45,393,722 

29,615,530 

41,078,656 

33,438,813 

18,844,811 

60,860,946 

52,726,081 

19,434,850 

18,658,811 

13,681,175 

41,868,703 

$67,991 

$1,000  to  .$2,000 

46,132 

$2,000  to  $3,000 

136,636 

$3,000  to  $4,000 

228,982 

$4,000  to  $6,000 

698,471 

S5,000  to  $6,000 

1,249,351 

$6,000  to  $7,000 

1,172,960 

$7,000  to  $8,000 

1,997,249 

$8,000  to  $9,000 

2,141,804 

$9,000  to  $10,000 

3,311,660 

$10,000  to  $11,000 

2,345,124 

$11,000  to  $12,000 

2,411,204 

$12,000  to  $13,000 

2,440,134 

$13,000  to  $14,000 

2,487,092 

$14,000  to  $16,000. 

2.429,225 

$15,000  to  $20,000 

13,085,875 

$20,000  to  $25,000 

12,534,180 

$25,000  to  $30,000  .    .. 

14,466,213 

$30,000  to  $40,000 

22,184,778 

$40,000  to  $50,000 

20,727,767 

$50,000  to  $60,000 

20,764,851 

$60,000  to  $70,000.. 

17,038,914 

$70,000  to  $80,000 

16,078,960 

$80,000  to  $90,000 

16,501,009 

$90,000  to  $100,000 

14,942,194 

$100,000  to  $150,000 

74,302,461 

$150,000  to  $200,000 

57,418,265 

$200,000  to  $250,000        

46,214,805 

$250,000  to  $300,000 

43,841,620 

$300,000  to  $400,000 

68,846,442 

$400,000  to  $600,000 

53,194,310 

$500,000  to  $760,000 

102,137,548 

$750,000  to  $1,000,000 

77,963,752 

$1  000  000  to  $1,500  000 

101,414,431 

$1,500,000  to  $2,000,000       

63,442,927 

$2,000,000  to  $3,000,000 

90,452,679 

$3  000,000  to  $4,000,000 

67,307,802 

$4,000,000  to  $5,000,000     

45,207,989 

$5  000,000  to  $10,000,000     .      . 

128,374,028 

$10,000,000  to  $20,000,000 

59,239,003 

$20,000,000  to  $30,000,000 

45,443,307 

$30,000,000  to  $40,000,000 

16,706,882 

$40,000,000  to  $50,000,000 

$60,000,000  and  over 

6,621,445 
86,132,931 

Total 

192,037 
17,697 

65,130,351,148 

9,305,769,954 
105,648,604 

736,971,161 
6,564,727 

1,425,289,083 

Invested  capital  not  clearly  indi- 
cated  

6,516,607 

Total  reporting  net  income 

Reporting  no  net  income 

209,634 
110,564 

9,411,418,468 
*996,546,241 

743,535,888 

1,431,806,690 

320,198 

8,416,872,217 

743,535,888 

1,431,806,690 

*Deficit. 
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CoRPORATioxs  Reporting  Invested  Capital  Distributed  by  Size  of  Net  Income, 
Calendar  Year  1919 — Continued. 


Net  income  class 

Total  tax 

Average 
invested 
capital 

Average 
tax 

Per  cent 
of  net  in- 
come to 
invested 
capital 

Per  cent 
of  total 
tax  to 

net 
income 

Under  $1,000 

.$98,169 

125,880 

1,193,245 

2,504,790 

3,529,143 

4,168,345 

4,668,052 

4,895,138 

4,908,042 

5,062,196 

4,963,748 

5,011,340 

4,864,380 

4,863,455 

4,709,612 

24,216,717 

21,950,556 

23,427,372 

35,712,426 

32,294,506 

31,637,433 

25,940,242 

24,274,583 

24,160,123 

22,110,973 

109,103,666 

83,031,177 

67,670,212 

63,496,468 

98,445,382 

76,066,663 

145,494,464 

111,828,325 

146,808,153 

93,058,4.57 

131,.531,235 

100,746,615 

64,052,800 

189,234,973 

111,964,084 

64,878,157 

35,364,693 

20,202,620 

127,991,634 

$53,939 

30,773 

33,721 

37,181 

44,550 

54,635 

63,190 

71,786 

78,135 

97,861 

91,875 

106,574 

110,308 

114,193 

133,353 

145,546 

175,979 

240,228 

287,603 

348,038 

396,695 

451,319 

517,291 

594,893 

665,341 

767,927 

1,090,761 

1,452,815 

1,819,503 

1,971,319 

2,559,463 

3,535,720 

5,086,611 

7,401,973 

11,973,951 

14,222,737 

21,304,132 

25,612,310 

42,156,547 

106,227,764 

149,689,450 

337,,541,911 

722,803,502 

654,238,902 

.$2.95 

5.38 

61.75 

163.51 

301.12 

470.63 

657.10 

850.44 

1,051.87 

1,257.06 

1,447.16 

1,640.37 

1,878.13 

2,092.71 

2,278.48 

2  926.14 

4,093.73 

6,202.64 

7,230.70 

9,930.66 

12,690.51 

15,107.89 

17,514.13 

21,137.47 

23,522.31 

30,475.88 

44,905.99 

56,627.79 

70,084.40 

90  482.89 

120,549.39 

163,110.39 

227,756.26 

317,766.56 

449,357.76 

614,631.94 

853,784.87 

1,164,596.36 

1,659,955.90 

2,544,638.27 

5,898,014.27 

5,894,115.50 

6,734,206.67 

25,598,326.80 

0.77 
4.88 
7.37 
9.34 
10.07 
10.04 
10.28 
10.46 
10.89 
9.73 
11.45 
10.81 
11.33 
11.85 
10.88 
11.95 
12.68 
12.51 
12.05 
12.86 
13.87 
14.36 
14.47 
14.23 
14.27 
15.87 
15.92 
15.40 
14.95 
17.52 
17.47 
17.32 
16.98 
16.50 
14.44 
17.12 
16.35 
17.37 
15.75 
12.87 
17.19 
10.14 
6  67 
15.85 

0  71 

$1,000  to  $2,000 

$2,000  to  $3,000  

$3,000  to  $4,000 

$4,000  to  $5  000 

4.71 
6  71 

$3,000  to  $6,000 

$6,000  to  $7,000    

$7  000  to  $8,000            -    .. 

11  33 

$8,000  to  $9,000 

12  36 

$9,000  to  $10,000 

13  20 

$10,000  to  $11,000            

13  76 

$11,000  to  $12,000 

14  24 

$12,000  to  $13,000 

15.00 

$13,000  to  $14,000      

15.46 

$14,000  to  $15,000          

15  70 

$15  000  to  $20  000 

16  82 

$20,000  to  $25,000 

18.34 

$25,000  to  $30,000  

20  63 

$30,000  to  $40,000              

20  87 

$40  000  to  $50  000 

22  19 

$50,000  to  $60,000 

$60,000  to  $70,000    

23.06 
23.31 

$70,000  to  $80,000              

23.40 

$80,000  to  $90  000 

24  96 

$90  000  to  $100  000 

24  77 

$100,000  to  $150,000  

25.01 

$150,000  to  $200,000       

25.8  "i 

$200,000  to  $250,000 

25.30 

$250  000  to  $300,000 

25  76 

$300,000  to  $400,000 

26.19 

$400,000  to  $500,000   

26.96 

$500,000  to  $750,000 

26.64 

$750,000  to  $1,000,000  .._ 

$1  000  000  to  $1  .500  000 

26.39 
26.02 

$1,500,000  to  $2,000,000   

26.00 

$2,000,000  to  $3,000,000       

25.25 

$3,000,000  to  $4,000,000 

24.51 

$4  000  000  to  $5  000  000 

26.17 

$5,000,000  to  $10,000,000   

25.00 

$10,000,000  to  $20,000,000    

18.60 

$20,000,000  to  $30,000,000 

24.56 

$30  000  000  to  $40,000,000 

17.22 

$40,000,000  to  $50,000,000 

13.96 

24.68 

Total 

2,162,260,244 
13,081,334 

344,377 

11,259.60 
743.38 

14.07 

23.24 

Invested  capital  not  clearly  indi- 
cated  

12.38 

2,175,342,578 

10,376.85 

23.11 

Reporting  no  net  income 

2,175,341,578 
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XX.    CoEPOEATioN  Retubns,  Number  Filed  for  Calendar  Years 
1919, 1918,  1917  AND  1916,  by  States  and  Territories 


States  and  Territories 

Number  of  corporations 

1919 

1918 

1917 

1916 

2,983 

63 

1,514 

2,135 

14,716 

6,704 

4,405 

816 

995 

2,854 

4,420 

521 

1,690 

20,214 
8,788 
7,798 
4,531 
4,571 
4,001 
2,841 
3,885 

13,286 
9,626 
8,688 
1,436 

12,764 
3,337 
4,510 
958 
1,003 
9,392 
940 

48,494 
4,396 
2,639 

17,088 
5,904 
4,252 

16,944 
1,748 
3,501 
2,337 
4,392 
8,709 
2,872 
751 
5,027 
9,059 
4,004 

10,154 
1,651 

3,228 

127 

1,101 

1,993 

15,964 

7,170 

4,799 

688 

719 

3,023 

4,384 

480 

1,184 

20,406 
8,589 
8,257 
4,474 
4,307 
3,661 
2,693 
3,498 

12,622 
9,021 
8,576 
1,132 

13,332 

3,804 

4,464 

440 

993 

8,807 

965 

47,535 
4,212 
2,752 

15,815 
6,321 
4,398 

18,473 
1,617 
3,554 
2,202 
4,186 
8,198 
2,542 
794 
5,009 
9,287 
3,519 

10,961 
1,303 

3,740 

212 

1,460 

2,521 

18,369 
7,618 
4,976 
3,071 
1,263 
2,991 
4,956 
617 
1,889 

22,389 
9,019 
9,288 
4,604 
5,580 
4,096 
3,311 
4,250 

13,799 
9,993 
9,486 
1,811 

14,840 
3,774 
4,684 
1,051 
1,177 

10,112 
1,013 

46,144 
5,155 
3,124 

17,615 
7,364 
5,352 

20,834 
2,271 
4,087 
2,588 
4,714 
9,039 
3,545 
936 
6,012 
9,043 
4,559 

11,923 
1,341 

3,361 

Alaska     

206 

1,390 

2,344 

17,986 

7,479 

4,852 

960 

1,130 

2,869 

4,758 

571 

Idaho    - 

1,780 

21,931 

8,540 

9,064 

4,467 

5,405 

3,705 

3,084 

4,039 

13,273 

9,823 

9,276 

1,653 

14,262 

3,613 

4,561 

939 

1,052 

9,777 

979 

New  York 

44,632 

5,021 

North  Dakota                           

2,769 

Ohio  

17,660 

7,150 

5,022 

20,460 

2,133 

3,915 

South  Dakota 

2,442 

4,670 

Texas 

Utah           

8,693 
3,481 

905 

5,950 

9,908 

4,381 

11,635 

Wyoming 

1,291 

Total                    

320,198 

317,579 

351,426 

341,253 
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XXI.     Corporation  Returns,  Net  Income  Reported  for  Calendar 
Years  1919,  1918,  1917  and  1916,  by  States  and  Territories 


States  and  Territories 

Net  income 

1919 

1918 

1917 

1916 

$37,012,996 

499,614 

9,928,696 

27,764,783 

342,699,672 
79,287,797 

176,757,795 
36,679,640 
29,746,693 
26,285,566 
83,470,766 
40,922,726 
11,399,127 

833,157,670 

142,371,858 
71,809,349 

116,251,721 
70,588,761 
88,957,200 
48,758,261 
93,967,364 

654,556,714 

517,774,681 

190,433,359 
18,702,567 

286,507,230 

14,867,974 

46,160,163 

3,336,250 

25,605,450 

254,570,015 

4,273,632 

2,392,486,064 

114,681,366 
9,152,029 

619,268,196 
41,622,387 
48,138,408 

902,728,720 

112,140,991 
63,423,640 
12,080,870 
69,106,207 

128,674,523 
23,992,237 
12,480,258 

128,641,706 
96,005,296 
74,646,962 

172,213,124 
8,039,590 

$44,240,690 

694,256 

11,712,463 

20,279,541 

226,771,653 
74,209,860 

162,323,386 
46,730,072 
15,100,500 
14,073,439 
72,142,676 
24,023,809 
7,305,194 

759,325,682 

114,146,476 
60,992.499 
81,794,544 
69,821,552 
57,167,621 
52,047,078 
84,761,692 

614,896,233 

338,729,021 

138,101,260 
11,244,051 

258,919,402 

28,821,251 

33,872,984 

2,288,227 

14,468,053 

191,018,725 

6,628,744 

2,163,317,770 

107,028,177 
9,900,561 

643,1'^6,13S 
37,626,312 
34,694,323 

963,262,739 

78,399,455 

58,292,576 

9,704,447. 

53,465,096 

124,123,481 
19,170,237 
10,211,205 

107,670,674 
70,751,208 
76,642,276 

158,550,172 
6,861,873 

$60,430,518 

997,564 

31,808,428 

23,999,993 

322,260,909 
96,761,318 

181,855,546 

128,477,428 
34,393,560 
18,677,504 
73,150,726 
38,002,867 
14,951,419 
1,133,783,726 

138,322,867 
77,849,313 

121,396,212 
82,895,744 
88,178,618 
55,824,690 

109,891,583 

831,735,324 

307,749,892 

273,447,667 
14,814,159 

302,119,274 

31,302,667 

46,189,285 

3,806,024 

16,319,046 

256,292,144 

14,692,888 

2,201,115,746 

91,608,121 

9,795,608 

936,483,205 
76,978,232 
34,385,889 
1,476,497,279 
76,663,837 
64,661,634 
10,866,367 
68,770,977 

208,191,837 
49,028,217 
12,630,109 

136,977,816 
84,300,692 

109,543,951 

149,917,972 
9,785,041 

$45,892,777 

Alaska 

744,903 
30,924,269 

24,791,391 

279,962,569 

57,043,218 

189,211,399 

136,270,898 

41,460,981 

Florida                    

17,670,823 

56,.508,639 

46,704,636 

Idaho— ^ 

Illinois...- 

10,817,234 
762,145,412 
101,751,368 

57,610,384 

104,070,570 

66,519,119 

52,633,117 

38,312,774 

87,284,003 

467,503,662 

376,263,744 

206,685,329 

11,382,866 

222,630,602 

33,580,309 

35,742,854 

3,778,312 

14,861,724 

245,706,911 

15,138,195 

New  York...- 

2,274,661,422 
60,882,803 

10,664,421 

630,144,978 

112,338,887 

18,732,610 

1,122,447,066 

71,874,276 

23,612,698 

7,924,094 

48,737,212 

123,581,835 

Utah - 

57,500,820 
9,201,351 

Virginia 

93,482,931 
53,468,786 

66,409,707 

132,762,577 

Wyoming 

8,895,659 

Total - 

9,411,418,458 

8,361,511,249 

10,730,360,211 

8,765,908,984 
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XXII.    The  Recobd  of  Business  Failures  in  the  United  States 

It  may  be  of  considerable  use  to  the  reader  to  have  before  him 
general  statistics  of  business  failures  over  a  period  of  years.  The 
following  tables,  therefore,  based  on  Dun's  and  Bradstreet's  annual 
reports  are  here  given: 


Failures,  Assets,  Liabilities  and  Number  in  Business  in 
THE  United  States  Yearly  Since  1881.  (Bradstreet's) 


No. 
failures 

Per  cent 

Actual 

Total 

Per  cent 

Number 
in  business 

P.ct. 

Year 

increase  or 
decrease 

assets, 
millions 

liabilities 
millions 

assets  to 
liabilities 

fail- 
ing 

1921 

20,014 

+  136.4 

$446.6 

S755.7 

59.0 

2,049,323 

.97 

1920 

8,463 

+53.4 

274.1 

426.3 

64.3 

1,958,042 

.43 

1919 

5,515 

-40.8 

55.3 

115.5 

47.9 

1,843,066 

.29 

1918 

9,331 

-28.3 

69.3 

137.9 

50.9 

1,824,104 

.51 

1917 

13,029 

-21.0 

84.8 

166.6 

50.9 

1,828,484 

.71 

1916 

16,496 

-13.3 

86.1 

175.2 

49.1 

1,790,776 

.92 

1915 

19,035 

+  13.4 

160.8 

284.1 

56.5 

1,770,914 

1.07 

1914 

16,769 

+  15.2 

197.2 

357.1 

55.2 

1,749,101 

.95 

1913 

14,551 

+5.3 

159.0 

292.3 

54.3 

1,718,345 

.84 

1912 

13,812 

+9.2 

98.5 

198.9 

49.5 

1,673,452 

.82 

1911 

12,646 

+9.2 

102.0 

188.1 

54.2 

1,637,650 

.77 

1910 

11,573 

-2.3 

94.2 

188.7 

49.8 

1,592,509 

.72 

1909 

11,845 

-15.6 

69.3 

140.7 

49.2 

1,543,444 

.76 

1908 

14,044 

+36.8 

168.4 

295.9 

56.9 

1,487,813 

.94 

1907 

10,265 

+9.3 

287.9 

383.7 

75.0 

1,447,680 

.70 

1906 

9,385 

-5.9 

63.1 

127.2 

50.0 

1,401,085 

.66 

1905 

9,967 

-4.3 

65.0 

121.8 

53.3 

1,352,947 

.73 

1904 

10,417 

+6.5 

75.7 

143  6 

52.7 

1,307,746 

.79 

1903 

9,775 

-1.9 

84.1 

154.3 

54.5 

1,272,909 

.76 

1902 

9,973 

-6.3 

50.4 

105.5 

47.7 

1,238,973 

.80 

1901 

10,648 

+7.4 

61.1 

130.1 

46.9 

1,201,862 

.88 

1900 

9,912 

+2.8 

60.1 

127.2 

47.2 

1,161,639 

.85 

1899 

9,642 

-16.9 

60.1 

119.8 

50.1 

1,125,873 

.85 

1898 

11,615 

-11.2 

73.1 

141.6 

51.6 

1,093,373 

1.06 

1897 

13,083 

-13.3 

86.5 

158.7 

54.5 

1,086,056 

1.20 

1896 

15,094 

+  16.4 

147.8 

246.9 

59.9 

1,079,070 

1.40 

1895 

12,958 

+  1.8 

87.6 

158.7 

55.2 

1,053,633 

1.23 

1894 

12,724 

-17.9 

83.2 

151.5 

54.9 

1,047,974 

1.21 

1893 

15,508 

+51.0 

231.5 

382.1 

60.6 

1,059,014 

1.46 

1892 

10,270 

-17.1 

54.7 

108.6 

50.3 

1,035,564 

.99 

1891 

12,394 

+  16.1 

102.9 

193.1 

53.3 

1,018,021 

1.21 

1890 

10,673 

-9.0 

92.7 

175.0 

52.9 

989,420 

1.07 

1889 

11,719 

+  10.7 

70.5 

140.7 

50.0 

978,000 

1.20 

1888 

10,587 

+9.7 

61.9 

120.2 

52.0 

955,000 

1.10 

1887 

9,740 

-7.8 

64.6 

130.6 

50.0 

933,000 

1.04 

1886 

10,568 

-4.9 

5.5.8 

113.6 

49.0 

920,000 

1.15 

1885 

11,116 

-4.3 

55.2 

119.1 

46.0 

890,000 

1.25 

1884 

11,020 

+  13.0 

134.6 

248.7 

54.0 

875,000 

1.32 

1883 

10,299 

+34.0 

90.8 

175.9 

52.0 

855,000 

1.20 

1882 

7,635 

+  28.0 

47.4 

93.2 

51.0 

820,000 

.93 

1881 

5,929 

35.9 

76.0 

47.0 

780,000 
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STATISTICAL  APPENDIX  ■")20 

D.  Causes  of  Failures  in  the  United  States  (Bradstreet's) 


Xumbcr 

Assets 

Liabilities 

1921 

1920 

1921 

1920 

1921 

1920 

Incompetence. 

6,404 

2,753 

$103,548,671 

$  32,455,312 

$167,975,466 

$  56,522,786 

Inexperience. 

1,142 

556 

11,391,871 

7,725,694 

21,851,478 

14,268,745 

Lack  of  capital 

5,855 

2,735 

77,166,433 

60,396,251 

165,536,601 

113,612,638 

Unwise  credits 

230 

131 

22,938,682 

12,625,729 

29,329,791 

15,578,242 

Failures  of  others. 

226 

105 

8,183,145 

2,389,931 

13,957,791 

3,476,379 

Extravagance. 

82 

105 

1,138,640 

642,160 

2,388,411 

1,268,384 

Neglect 

257 

110 

1,379,815 

1,057,127 

3,014,239 

2,021,429 

Competition 

183 

112 

1,171,511 

728,628 

2,082,472 

1,266,060 

Specific  conditions 

4,638 

1,221 

205,056,079 

144,002,263 

317,863,633 

194,121,666 

Speculatioa. 

66 

43 

5,413,682 

4,761,745 

8,593,432 

8,119,845 

Fraud 

931 

592 

9,210,059 

7,363,014 

23,184,371 

16,115,341 

Total 

20,014 

8,463 

$446,598,588 

$274,147, S54 

$755,777,685 

$426,371,515 

INDEX 


Account,    guaranteeing    the,    by 
officers  of  the  buying  con- 
cern 329 
see  also  Mercantile  credits 
Accounts,  past  due,  charging  in- 
terest on                         368-370 
see  also  Collections 
Administration    of    earnings 

26,  386-401 
Advertising 
and  business  profits       380-381 
and  finance  378-386 

and  selling  25 

dealer,  and  the  distributor    382 
does,  aid  the  credit  seeker? 

382-383 

expenses,    relative,    in    t}rpioal 

concerns  598 

financial  aspects  of         378-385 

for  capital  152-157 

see  also    Financing    doubtful 

enterprises 

how  much  can  a  candy  company 

afford  to  spend  on      383-385 

relation  of,  to  sales  378 

the  financial  gains  from         380 

to  aid  seasonal  business        381 

was,  responsible  for  the  financial 

success  of  this  concern? 

379-380 

see     also     Advertising     and 

finance 

Alternative    methods    of    raising 

new    working    capital    through 

public  security  issues     161-165 

see  also  Emergency  financing 

American  telephone  and  telegraph 

company  388 

American  tobacco  company  64, 383 

Analysis 

of  the  balance  sheets  of  leading 

industrial  concerns  for  the  year 

1918  488 

of  the  current  ratio        217-218 

Annual  turnover,  the,  of  stock  in 

retail  stores  507 

Assets,  "fixed,"  to  what  extent,  if 

at  all,  should  a  bank  lend  on 

215-216 

see  also  Borrowing  from  the 

bank 


Associated   packing  company   of 
Des  Moines,  Iowa  201 

Attempt  to  finance  a  commercial 
paper  house,  an  46-50 

see  also  Launching  the  enter- 
prise 
Attempting   to    save    a    concern 
engaged  in  the  Cuban  trade  by  a 
further  extension  of  bank  loans 
430-432 
see    also    Financial    involve- 
ments 
Automobile   finance   corporation, 
financing  an  118-122 

Automobile  industry  7 

financial  standards  in  the     501 
floating  a  new  automobile  com- 
pany in  1920  116 
Ford's    method     of     financing 
expansion  and  securing  new 
capital                              72-75 
getting  new  capital  for  an  auto- 
mobile   concern    by    seUing 
stock  to  customers  in   1920 
180-182 
history   of   the   financial    diffi- 
culties and  the  private  reor- 
ganization plans  of  a  small 
automobile  company  446-459 
possible  financial  gains  of  verti- 
cal combination  or  "integra- 
tion"                                   316 
the  cumulation  of  credit  opera- 
tions  in   the   automobile   in- 
dustry                        272-273 
the  Studebaker  corporation 

192-195 
Automobile  supplies  business 

pledging  receivables       262-264 
Automotive   and   automobile   ac- 
cessory business,  percentage  of 
securities  outstanding  in       492 

B 

Balance  sheet 

combined,  of  57  leading  indus- 
trials 488-489 
looking  beyond  the  222 
see  also  Borrowing  from  the 
banks 
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Balance  sheet  {CtmiiiMal) 

ratios  of  small  rubber  tire 
plants  500 

Balance  sheets,  analysis  of  the, 
of  leading  industrial  concerns 
for  the  year  1918  488 

Bank 
balances,  need  for  maintaining 
the  required  224-226 

borrowing,  conflict  of  interest 
between  open  market  borrow- 
ing and  242-243 
see  also  Open  market  borrow- 

desirability  of  giving  full  infor- 
mation to  the  215 
"loyalty,"    what   is   meant   by 
207-208 
securing  credit  information  from 
a                                  210-211 
the  business  and  the          18-20 
the  industrial  service  of  the 

211-212 
to  what  extent,  if  at  all,  should 
a,  lend    on    "fixed    assets"? 
215-216 
what  should  the  business  man 
know  about  his  209-210 

see  also  Borrowing  from  the 
banks 
Bank  loans 
and  government  regulation 

228-229 
attempting  to  save  a  concern 
engaged  in  the  Cuban  trade 
bv    a    further    extension    of 
430-432 
see    also    Financial    involve- 
ments 
should  a  borrowing  concern  pay 
off  all  of  its,  at  least  once 
each  year?  226 

see  also  Borrowing  from  the 
banks 
Banker  control  82,  83 

and  the  credit  problem  in  times 
of  financial  stress       424-427 
Bankers'    committee,     the    man- 
agement of  a  cotton  manufac- 
turing concern  by  a        432-434 
Bankruptcy 
how  shall  a  company  be  saved 
from,  part  of  whose  business 
is  good  and  part  of  which  is 
being  carried  on  at  a  loss? 

435-437 
of  a  small  concern  and  reorgan- 
ization by  its  bank     437-442 
see    also    Financial    involve- 
ments 


Banks,  borrowing  from  the  207-229 
Banks'  officials,  the  character  of 
208-209 
see   also    Borrowing    from    the 
banks 
Bargain    sales,    can    the    dealer 
prevent  347-348 

Beginning    a    business,    financial 
considerations  involved  in  29-53 
Bond  issue,   prospectus  covering 
flotation  of  a  small  77-82 

see  also  Financing  the  expan- 
sion 
Bonus  to  the  customer,  giving  pre- 
ferred stock  as  a  177-179 
see  also  Customer  ownership 
Borrowing 
bank,    conflict   of   interest   be- 
tween open  market  borrow- 
ing, and                       242-243 
business,  on  personal  collateral 
261 
see  also  Working  capital — mis- 
cellaneous 
from  the  banks              207-229 
on   the  open  market,   a  small 
company         18-20,  230-231 
open  market      20-22,  230-244 
through  note  brokers,  what  a 
supposedly     strong    concern 
can  do  by                    233-235 
Brotherhood    of    locomotive    en- 
gineers 200 
Building   trades   unions,   Boston, 
financing   the    construction    of 
buildings   to   members   of   the 
202-204 
Business,  the  and  the  bank  18-20 
Business  cycle  9 
collections  and  the         370-371 

see  also  Collections 
current  financing  and  the 

276-278 
see    also   Working    capital — 
miscellaneous 
nature   of   business,    and   note 
broker  244 

the  commercial   paper  market 
and  the  232 

see  also  Open  market  borrow- 
ing 
the  credit  policy  and  the  320-321 
the  statement  and  the  327 

see  also  Mercantile  credits 
Business  failures  8 

in  the  United  States,  the  record 
of  526-528 

Business  profits 
advertising  and  380-381 


INDEX 
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Business  profits  (Coiitiiiiml) 

see     also     Advcrlisiiig     and 
finance 
the  turnover  and    ■        345-347 
see  also  Sales  policies 
Buying 
and  finances  22-23 

financial  difficulty  arising  from, 
due  to  "guessing"  the  market 
wrong  297-298 

from  hand  to  mouth  284 

see    also    Purchasing       and 
finance 


Cancelations,  increasing  the  turn- 
over and  decreasing,  by  reduc- 
ing prices  even  on  goods  already 
sold  352-354 

see  also  Price  policies 
Candy  business 

a  distress  method  of  raising 
working  capital  266 

how  much  can  a  candj'  com- 
pany afford  to  spend  in 
advertising?  383-385 

launching  a  31,  32 

shall  a  concern  own  real  estate 
or  pay  rent?  108-111 

Capital 
advertising  for  152-157 

fixed,  dealer  help  in  financing  56 
raising,  for  a  small  business 
54-56 
through  a  novel  preferred 
stock  issue  75-76 

how  much,  is  needed  in  various 
industries  54 

see  also  Raising  fixed  capital 
invested,    corporations    report- 
ing,   distributed   by   size   of 
invested  capital  52,1 

relation  of  net  income  to 
invested  508-511 

securing  more,  for  a,  new  con- 
cern 87-90 
see  also  ■  Financing  the  ex- 
pansion 
sources  of                         51-278 
working,  a  distress  method  of 
raising  266 
alternative  methods  of  rais- 
ing, through  public  secur- 
ity issues                 161-165 
conservatism  in  securing 

257-259 
miscellaneous     methods     of 
raising  257-278 

problem  in,  financial  stand- 
ards, etc.  206-207 


Capital  (Continued) 
working,  raising  205-279 

for  a  small  rubber  tire  com- 
pany through  preferred 
stock  issue  159-161 

through  the  issue  of  notes 
secured  by  inventorv 

264-265 

recently  developed  methods 

of  securing  268-269 

selling     common     stock     to 

emplovees  to  secure 

197-198 
Capitalization  of  goodwill   64-65 
see  also  Valuation  of  intangi- 
bles 
Cardboard  packing  case  business 
financing  an   expansion   which 
necessitates  a  change  in  the 
nature  of  the  business 

99-103 
Cash  discount 
letters  on  the  367-368 

the,  "piracy"  366 

the, — theory  !)s  practice  365-366 
see  also  Discounts 
Causes  of  failures  in  the  United 
States  529 

Census  of  manufacturers  485-487 
Chain  store  business 
financial    advantages    of     the 
chain  store  314 

general  problem  on  capitaliza- 
tion of  goodwill  64-65 
Changes  in  ownership,  financing 
65-70 
Character 
of  ownership  of  manufacturing 
concerns  in  the  United  States 
487 
the,  of  a  bank's  officials  208,209 
see  also  Borrowing  from  the 
banks 
Chemical  industries 

ignorant  competition,  cost,  and 
failure  309-310 

launching  a  chemical  plant  32 
Claflin  company,  H.  H.  233 

Classification  of  expenses  in  man- 
ufacturing industries     503-505 
Classified  expenses  in  retail  stores 

506 

Cloth  business  (wholesale) 

using  the  trade  acceptance  as 

an  aid  to  selling  250-251 

Cluett,  Peabody  company  64 

Coal  and  iron  industry 

percentage  of  the  various  types 

of  securities  outstanding  in 

coal  and  iron  companies    491 
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Coffee  business 

easy  credit  granting    and    low 
fiebt  losses  "     328-329 

Collar  business 

general  problem  on  capitaliza- 
tion of  goodwill  64-65 
Collateral,  business  borrowing  on 
personal  261 
see    also    Working    capital — 
miscellaneous 
Collecting  the  bills  or  accepting 
the  returned  goods         373-374 
Collection  letters 
sample                            376-377 
trade  acceptance  vs               372 
Collection  methods,  novel  374-375 
Collections                          368-378 
and  the  business  cycle  370-371 
the  cost  of  small                    371 
Combined   balance   sheet   of    57 
leading  industrials        488,  489 
Commercial  paper 

general  questions  on  the  use  of 
232-233 
see  also  Open  market  borrow- 
ing 
is  the  quality  of,  related  to  the 
nature  of  industry  of  borrow- 
ing concern?  231-232 
Commercial  paper  house,  an  at- 
tempt to  finance  a  46-50 
see  also  Launching  the  enter- 
prise 
Commercial  paper  market  20 
and  the  business  cycle          232 
what  steps  shall  be  taken  when 
the,  is  no  longer  open? 

236-237 
see  also  Open  market  borrow- 
ing 
Commitments 

possible  consequences  of  heav\- 
419-420 
see    also    Financial    involve- 
ments 
possible    results    of    accepting 
one's,  when  others  are  can- 
celing 291-292 
see     also     Purchasing     and 
finance 
Commonwealth        Kdison         of 
Chicago,  the  166 
Competition,  ignorant,  cost,  and 
failure                             309-310 
see  also  Costs  and  finance 
Competitors,  shall,  be  bought  up 
with  surplus  funds?       400-401 
see    also    Administration    of 
earnings 


Conduit  and  cable  business 

how  far  should  the  stock- 
holders go  in  their  attempts 
to  save  a  company  from 
failure?  422-424 

Confectionery  business 
difficulties  arising  through  at- 
tempting  to   finance   an   ex- 
pansion by  means  of  current 
loans  and  dealer  credit 

427-428 
giving    preferred    stock    as    a 
bonus  to  the  customer 

177-179 
shall  a  strong  concern  which  is 
the  victim  of  hard  luck  be 
allowed  to  fail?  428-430 

Control,  banker  82-83 

see  also  Financing  the  expan- 
sion 
C!ooperation 
between  banks  and  industries  19 
between  the  sales  and  the  credit 
departments  332-334 

dealer  339-342 

financial,  betw-een  dealer  and 
customer  340-341 

Cooperative  ownership      200-205 
Copeland  364 

Copper  export  association        264 
Corporation  income 
and    deductions    by   industrial 
groups  519 

distributed  by  industrial  groups 
512-514 
Corporations    reporting   invested 
capital   distributed  by  size   of 
invested  capital  515 

Corset  business 
how  far  should  the  salesman  be 
trusted?  337-338 

Cost 

ignorant  competition,  and  fail- 
ure 309-310 
see  also  Costs  and  finance 
selling  below, — "making  money 
at  a  loss"                    306-307 
the,  of  small  collections         371 
Costs 
and  finance                     302-31 1 
reducing,  through  quantitv  out- 
put 305-306 
through  specialization  in  pro- 
duction 304 
Cost  of  production 
— relation  between,  and  market 
price  358 
see  also  Price  policies 
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Cost  ot  production  (Cuntiiiiicd) 
what  effect  wouLd  a  reduction 
in  the  number  of  st^'les  have 
on  ^  '  310-311 

see  also  Costs  and  finance 
Cotton  industr\-,  financial  stand- 
ards in  the    '  501-502 
Cotton  manufacturing  industry 
possible  consequences  of  heavy 
commitments  419-420 
possible  results,  the,  of  accept- 
ing one's  commitments  when 
others  are  canceling   291-292 
reducing  costs    through    quan- 
tity output  305-306 
reorganization,  the,  of  a  cotton 
manufacturing  concern  bj^  a 
bankers'  committee    432-435 
shall  competitors  be  bought  up 
with  surplus  funds?    400-401 
Credit 
and  sales  department     331-338 
extending,     on     the     financial 
statement  325-327 
see  also  Mercantile  credits 
general  problem  in  purchasing 
and                                282-284 
see  also  Purchasing  and  fin- 
ance 
getting,  from  the  supplv  house 
259-260 
see   also    Working   capital — 
miscellaneous 
how  can  a  successful  woolen  firm 
improve  its,  position  in  1921? 
267 
how  much  business  can  a  con- 
cern aflord  to  do  on  227-228 
see  also  Borrowing  from  the 
banks 
mercantile  318-330 
mercantile,    does    easy,    cause 
retail  faOures?            330-331 
see  also  Mercantile  credits 
Credit  granting 
easj',  and  low  debt  losses 

328—329 

standards  for  318-319 

in  various  types  of  industries 

493-498 

Credit  information,  securing,  from 

a  bank  210-211 

Credit  interchange 

is  it  dependable?  324-325 

the  abuse  of  323 

see  also  Mercantile  credits 
Credit  man,  shall  the,  antagonize 
his  salesmen  and  turn  down  a 
"sure  pay"  customer?  331-332 


Credit  men,  national  association 
of  324 

Credit  operations 

the  cmnulation  of,  in  the  auto- 
mobile industry  272-273 
the  int€r-relation  of,  in  the  dif- 
ferent stages  of  an  industr\- 
274-276 
see    also    Working    capital — 
miscellaneous 
Credit  policv.  the,  and  the  busi- 
ness cycle"  320-321 
Credit  risk,  relation  between,  and 
the  method  of  paving  salesmen 
326 
Credit    seeker,    does    advertising 
aid  the  382-383 
see     also     Advertising     and 
finance 
Credit    situation    in     1921,     the 
general  405-407 
Creditor    cooperation,     how    far 
should,    be   carried   in    critical 
periods?  410-411 
see    also    Financial    involve- 
ments 
Creditors,   paying   off   unsecured 
with  new  security  issues        273 
see    also    Working    capital — 
miscellaneous 
Cudahy  packing  company        383 
Current  financing  and  the  business 
cycle  276-278 
Current  loans,  difficulties  arising 
through  attempting  to  finance 
an  expansion  by  means  of,  and 
dealer  credit  427-428 
see    also    Financial    involve- 
ments 
Current  ratio,  the  analysis  of  the 
217-218 
Customer  ownership  166-185 
a  drive  for,  in  a  chain  of  lunch- 
rooms                          182-185 
extending  the,    in    the   united 
drug  company             171-177 


Datings,  seasonal  343 

Dealer  cooperation  339-342 

Dealer  credit,  difficulties  arising 
through  attempting  to  finance 
an  expansion  by  means  of  cur- 
rent loans  and  427-428 
Dealer    help    in    financing    fixed 
capital  56 
see  also  Raising  fixed  capital 
Debenture  issue,  avoiding  a  seri- 
ous financial  dilemma  through 
a                                     415-419 
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Debt  losses,  easy  credit  granting 

and  low  '  328-329 

see  also  Mercantile  credits 

Deduclions,  income  and    517-518 

Dennison  manufacturing  company 

190,  313,  360 

Department  store  business 

financial  problems  of  a  depart- 
ment store  314 
should    a   new    business    have 
been  financed  out  of  surplus 
earnings?                      386-387 
turnover  of    stock    in    depart- 
ment stores  507 
Deposit  requirement,  the  twenty 
per  cent  223 
see  also  Borrowing  from  the 
banks 
Discounts                           359-368 
quantity                           359-360 
Dividend 
declaration,  relation  of,  to  emer- 
gency financing           391-393 
policy,     general     problem     on 
388-391 
Dividends,   shall,  be  declared  or 
shall  earnings  be  used  for  plant 
extensions?                       393-399 
see    also    Administration    of 
earnings 
Doubtful     enterprises,     financing 
116-157 
Drug  business 
extending  the  customer  owner- 
ship in  the  united  drug  com- 
pany                           171-177 
"one  cent"  sales  345 
quantity  discounts          359-360 
standards   for    credit    granting 
in  the  drug  business  494-496 
the     method     by     which    the 
united    drug  ccttnpany  origi- 
nally secured  the  interest  of 
retail  druggists           170-171 
Dry-goods  business 

getting  credit  from  the  supply 
house  259-260 

standards  for  credit  granting  in 
the  dry-goods  business 

493-495 
what  a  supposedly  strong  con- 
cern   can    do    by   borrowing 
through  note  brokers  233-235 


Earnings 

administration  of    26,  386-401 

financing  the  growth  solelv  out 

of  70-71 


Earnings  (Continitcil) 

shall  dividends  be  declared  or 
shall,  be  used  for  plant  exten- 
sions? 383-399 
surplus,  should  a  new  business 
have    been    financed    out    of 
386-387 
Eastman  kodak  company-         187 
Economies  of  size,  the       313-316 
Educating  the   customer  to  buy 
light     and     take     losses     early 
341-343 
see  also  Dealer  cooperation 
Electric  cable  business 

was  advertising  responsible  for 

the  financial  success  of  this 

concern?  379,  380 

Electric  light  business 

financing  a  large  electric  light 

company  by  selling  stock  to 

customers  166 

Electric  power  business 

raising  fixed  capital  through  a 
novel  preferred  stock  issue 

75-77 
Electric  supply  business 
'    can    the   open    account    prove 
more    satisfactory    than    the 
trade  acceptance?  252 

financial  advantages  of  size  313 
some  typical  methods  of  pro- 
moting  emplo3'ee   ownership 
185-187 
what  do  figures  prove?  246-247 
does  advertising  aid  the  credit 
seeker?  382-383 

Elevator  business 

bankruptcy  of  a  small  concern 

and    reorganization    by    its 

bank  437-442 

Emergency  financing  157-165 

relation  of  dividend  declaration 

to  391,  392 

see    also    Administration    of 

earnings 

Employee  ownership 

in  two  old  and  highly  successful 
manufacturing  concerns 

190-195 

of  preferred  stock  in  a  paper 

and  pulp  mill  195-197 

resulting  in  speculation  198-200 

some   special   typical   methods 

of  promoting  185-190 

Enamelware  business 

getting  new  capital  for  an  old, 
closely  owned  concern   83-87 
Expanding     a     garment     manu- 
facturing concern  to  take  over 
a  textile  mill  in  1919      104-105 
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Expansion   and  contraction,   fin- 
ancing the  114-116 
E.  Z.  lid  company  90-93 


Fabric  mill 
the     inter-relation     of     credit 
operations    in    the    different 
stages  of  an  industry  274-276 
Factory  equipment'  businessf' 
promotion,  expansion,  receiver- 
ship and  sale  of  assets  within 
five  years  469-478 

Failure 

how  far  should  stockholders  go 
in  their  attempts  to  save  a 
company  from  422-425 

ignorant  competition,  cost,  and 
309-310 
see  also  Costs  and  finance 
threatended,  due  to  "overbuy- 
ing" 420,  421 
Failures 

business  8 

by  branches  of  business         528 
causes  of,  in  the  United  States 
529 
financial  27-28 

in  the  United  .States  and 
Canada  527 

record  of,  in  the  United  States 
526 
retail,     does     easy    mercantile 
credit  cause  330,  331 

see  also  Mercantile  credits 
will,    increase    as   industry   re- 
vives? 409-410 
Farm     and      household      supply 
business 

statement  of  the  capital  and 
financial  results  of  operation 
of  490 

Farm  implement  business 

standards  for  credit  granting 
in  the  494,  496 

Fibreboard  business 

prospectus  covering  the    flota- 
tion  of   a  small   bond   issue 
77-82 
Finance 

advertising  and  378-386 

buying  and  22,  23 

costs  and  302-311 

industrial,  vs  public  utilitj' 
finance  10 

production  and  23.  24 

public  utility  10-12 

purchasing  and  281-300 

selling^and  24-25 


Financial  advantages 

of  the  chain  store  314 

of  size  313 

see  also   Economics    of   size 

Financial  aspects 

of  advertising  378 

of  producing  goods  301 

of  purchasing  goods  281 

of  selling  goods  317 

Financial  considerations 

involved  in  beginning  a  business 
29-53 
involved  in  combinations  314 
involved  in  the  integration  of 
a  business  315 

Financial     cooperation     between 
dealer  and  customer     340,  341 
see  also  Dealer  cooperation 
Financial  differences  between  in- 
dustries 12 
Financial  difficulties 

a  history  of  the,  and  the  private 
reorganization     plans     of     a 
small    automobile    company 
446-459 
and  their  significance     405-460 
see    also    Financial     involve- 
ments 
Financial   difficulty  arising  from 
buj'ing,  due  to  "guessing"  the 
market  wrong  297-298 

Financial  dilemma,  avoiding  a 
serious,  through  a  debenture 
issue  415,  419 

Financial  expansion,  Ford's 
method  of,  and  securing  new 
capital  72-75 

see  also  Financing  the  expan- 
sion 
Financial  failures  27,  28 

Financial  gains 

possible,  of  a  vertical  combina- 
tion or  integration  316 
possible,    of   greater   standard- 
ization in  production  311,  312 
the,  from  advertising             380 
see     also     Advertising     and 
finance 
Financial  history,  the,  of  a  small 
musical  concern              462-469 
Financial  involvements     404-460 
Financial  methods,  the,  of  a  small 
oil  company       -            145-152 
see   also   Financing   doubtful 
enterprises 
Financial  problems 
of  a  department  store  314 
of   a    small,    newly    organized 
refrigerator  company  478-484 
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Financial  program,  relation  be- 
tween a  fixed  sale  price  and 
the  350,  351 

see  also  Price  policies 
Financial  significance  of  the  sales 
pohcy — selling    to    one    large 
xjustomer  348-350 

see  also  Sales  policies 
Financial  standards 

in  the  automobile  industry  501 

cotton  industry  501,  502 

rubber  tire  industry  499 

problem    in    working    capital, 

etc.  206,  207 

Financial  statement 

extending  credit  on  the  325-327 

see  also  Mercantile  credits 
the     relative     importance     of 
character,   capacity,  and  the 
214 
see  also  Borrowing  from  the 
banks 
Financial  stress,   banker   control 
and    the    credit    problem    in 
times  of  _  424-427 

see   also    Financial    involve- 
ments 
Financial  success,  was  advertising 
responsible    for    the,     of    this 
concern?  379,  380 

see     also     Advertising     and 
finance 
Financing 

a  company  making  patent  caps 
and  jar  covers  90-94 

see  also  Financing  the  expan- 
sion 
a  change  of  ownership  in  a  close- 
ly held  concern  65-67 
see  also  Changes  in  ownership 
a  complete  change  of  ownership 
with  continuance  of  policies 
of  former  owner  67 
a  fisheries  company  during  the 
war  period                    135-139 
a  fruit  company  in  an  unusual 
manner                               117 
see   also   Financing   doubtful 
enterprises 
a  large  electric  light  company  by 
selling  stock  to  customers  166 
see  also  Customer  ownership 
a  mortgage  company      128-135 
a   new    packing    company    l)y 
selling  stock  to  stock  raisers 
201-202 
see  (iho  Cooperative  owner- 
ship 
a  new  theatre  in    1921 139-143 


Financing  {Contimwd) 

a  small  light  and  power  com- 
pany by  selling  preferred 
stock  to  customers  167 

a  small  rubber  tire  factory  58^59 
see  also  Raising  fixed  capital 
an  automobile  finance  corpora- 
tion 118-122 
an    expansion    which    necessi- 
tates a  change  in  organiza- 
tion 94-99 
an  expansion  which  necessitates 
a  change  in  nature  of  business 
99-103 
changes  in  ownership        65-70 
current,  and  the  business  cycle 
276-278 
doubtful  enterprises       116-157 
emergency      see       Emergency 

financing 
imports,  a  problem  on  299-300 
see     also     Purchasing     and 
finance 
internal  see  Internal  financing 
public,  of  a  hotel  59-60 

of  a  new  "private"  banking 
house  122-128 

the  construction  of  a  building  by 
seDing  stock  to  members  of 
the    building    trades    unions 
202-205 
see  also  Cooperative  owner- 
ship 
the  development  14-15 

the  growth  solely  out  of  earn- 
ings 70-71 
two  simple  methods  of,  a  new 
pottery  57-58 
Financing  the  expansion      70-116 
and  contraction              114-116 
of   a  conservative  paper  com- 
pany in  the  post-war  period 
105-108 
of  a  small  power  company  by 
means     of     preferred     stock 
issues  sold  to  customers 

168-170 
of  a  small  telephone  company 
solely  by  the  sale  of  common 
stock    to    the    users    of    the 
service  167-1 68 

see  also  Customer  ONNnershij) 
Fire  insurance  company',  launch- 
ing a,  in  1921  '        45-46 
see  also  Launching,  the  enter- 
prise 
Fisheries  comjjan}' — financing    a, 
during  the  war  peTlod    135-139 
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Fixed  assets,  to  what  extent,  if 

at  all,  should  a  bank  lend  on 

215-216 

see  also  Borrowing  from  the 

banks 

Fixed  capital 

dealer  help  in  financing  56 

raising  53-60 

for  a  small  business        54r-56 
through    a    novel    preferred 
stock  issue  75-76 

Floating  a  new  automobile  com- 
pany in  1920  1 16 
see  also   Financing   doubtful 
enterprises 
Ford,  Henry                   7,  72,  316 
Ford,    how,    turned    the    corner 
73-74 
Ford's  method  of  financing  the 
expansion    and    securing    new 
capital                                72-75 
see  also  Financing  the  expan- 
sion 
Ford  motor  company         72,  316 
Foundry  business 

"making  money   at  a  loss" — 
selling  below  cost       306-307 
Fruit  business 

financing  a  fruit  company  in  an 
unusual  manner  117 


Garment  manufacturing  business 
investment  and  income  statis- 
tics of  garment  manufactur- 
ing concerns,  grouped  accord- 
ing to  invested  capital     508 
small  company,    a,    borrowing 
on  the  open  market   230-231 
Gasoline  filling  stations  business 
a  novel  method  of  selling  stock 
to  the  customer  179-180 

General    electric    company,    the 
186-313 
General  survey  of  business  finance 
7,  29 
General  survey  problems  462-484 
Giving  preferred  stock  as  a  bonus 
to  the  customer  177-179 

see  also  Customer  ownership 
Gold  mine,  problem  in  securing 
capital     to     develop     an     old 
142-144 
Goodrich  company,  B.  F.  64 

Goodwill,  capitalization  of    64^65 
see  also  Valuation  of  intangi- 
bles 
Goodvear  company's  purchasing 
policy,  the  9S9-291 


Goodyear  tire  and  rubber  com- 
pany 8,  289-442 
Government     regulation,     bank 
loans  and  228-229 
Grocery  business 
statement  of  a  wholesale  gro- 
cery house                  218-219 
buying  from  hand  to  mouth  284 
standards  for  credit  granting  in 
wholesale  groceries    493,  496 
under  what  circumstances  shall 
the     trade     acceptance     be 
adopted?                     253-254 
"  Growing  pains  "  17-18 
Gum  tape  business 
securing  more  capital  for  a  new 
concern                           87-90 

H 

Habirshaw  electric  cable  company 

379 
Harnessing  the  tides!  41-45 

see  also  Launching  the  enter- 
prise 
Hardware  business 

attempting  to  renew  relations 
with  a  former  note  broker  in 
1921  237-248 

increasing  the  turnovjr  and 
decreasing  cancelations  by 
reducing  prices  even  on  goods 
already  sold  352-355 

standards   for    credit   granting 
in    the    hardware    business 
493,  495 
Hedging  operations  292,  293 

see     also     Purchasing     and 
finance 
Heinz  company,  H.  J.  383 

"Hoover  committee  310 

"Hoover  report"  23 

Hosiery  business 
relation  between  the  purchas- 
ing policy,  the  turnover,  and 
profits  285-286 

Hotel  business 

public  financing  of  a  hotel  59-60 
How  extensively  should  a  busi- 
ness borrow?  227 
How  far  shall  the  salesman   be 
trusted?                          337-338 
How  fast  is  it  safe  for  a  business 
to  grow?                         111-114 
see  also  Financing  the  expan- 
sion 

I 

lee  manufacturing  business 
valuation  of  patents  in  a  new 
poficern  62-6^ 
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Imports,  a  problem  on  financing 

299-300 

Improving  the  credit  position  of 

a  small,  closely  owned  concern 

by  juggling  the  securities 

411-412 
Improving  the  current  position  by 
a   readjustment    of    ownership 
413-414 
see    also    Financial    involve- 
ments 
Income  and  deductions     515-516 
Indigo  importing  business 

a  problem  on  financing  imports 
299-300 
Industrial  concerns 
analysis  of  the  balance  sheets 
of  leading,  for  the  year  1918 
488 
in  the  United  States,  number 
and  size  of  4f^5 

Industrial  finance  vs  public  utility 
finance  10 

Industrial    material    and   equip- 
ment business 

statement  of  the  capital  and 
financial  results  of  operation 
of  important  companies  in 
the  490 

Industrial    service,    the,    of    the 
bank  211-212 

see  also  Borrowing  from  the 
banks 
Intangibles,  valuation  of      61-65 
Interest,   charging,   on   past  due 
accoxmts  368-370 

see  also  Collections 
Internal  financing  279-402 

Inventory,  trade  acceptance  and 
the  turnover  of  256 

see  also  Trade  acceptance,  the 
Invested  capital 
corporations  reporting,  distrib- 
uted by  size  of  52 ) 
the  relation  of  net  income  to 
508-512 
Investment  and  income  statistics 
of  steel  manufacturing  concerns 
509-511 
Investment   company,   launching 
a  small,  in  1921  50 
"Irregular"  terms  of  sales,  should 
credit      department     tolerate, 
given  by  salesman?        336-337 
nee    also    Credit    and    sales 
departments 
Iron,  coal  and  coke  business 
trade  acceptances  and  the  rapid 
increase  of  prices       348-249 


Iron  and  steel  business 

percentage  of  the  various  types 

of  securities  outstanding  in 

the  491 

Is    a    concern    well    advised    in 

making  some  goods  for  which 

the  market  is  small?      308-309 

see  also  Costs  and  finance 

J 

Jewelry  case  manufacturing 
business 

financing  the  growth  solely  out 
of  earnings  70-71 

Johnson,  J.  F.  294 

Juggling  the  securities,  improving 
the  credit  position  of  a  small, 
closely  owned  concern  by 

411-412 
see    also    Financial    involve- 
ments 

K 

Knit  underwear  business 
should  the  selling  price  be  uni- 
form irrespective  of  costs? 

307-308 
Knowlton  hydraulic  air  motor  42 
Koelsch,  W.  F.  G.  228 


Ladies'    ready-made    suits    busi- 
ness 

relation   between    price   policy 

and  general  financial  policy 

daring  a  period  of  depression 

355-358 

Lamp  manufacturing  business 

the  financial  significance  of  the 

sales  policy — seUing   to   one 

large  customer  348-350 

Launching 

a  chemical  plant  32 

a   fire    insurance    company    in 

1921  45-46 

a  small  investment  company  in 

1921  •  50 

a  small  rubber  factor\'  30 

a  small  shoe  factory  "  31 

the  enterprise        13,  14,  29-50 

Lawrence  368,  377 

Leather  export  business 

financial  difl5culty  arising  from 
buying,    due    to    "guessing" 
the  market  wrong      297-298 
Leather  business 

threatened  failure  due  to  "over- 
buying" 420-421 
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Leather  business  {Conlinued) 
how  shall  a  company  be  saved 
from  bankruptcy,  part  of 
whose  business  is  good  and 
part  of  which  is  being  carried 
on  at  a  loss?  435-437 

Lending  to  a  concern  without  a 
statement  of  condition  212-213 
see  also  Borrowing  from  the 
banks 
Liggett,  Louis  K.  170 

Liggett   &   Myers   tobacco   com- 
pany 64,  383 
Light  and  power  business 
financing    a    small    light    and 
power    company    by    selling 
preferred  stock  to  customers 
167 
Lumber  business 

standards  for  credit  granting 
in  the  494,  497 

Lunch-room  business 

a  drive  for  customer  ownership 

in    a    chain    of  lunch-rooms 

182-185 

M 

Machine  accessories  business 

is   a   concern   well    advised  in 

making  some  goods  for  which 

the  market  is  small?  308-309 

valuation  of  patents  and  other 

intangibles  in  an  old  concern 

61-62 

Machine  tools  business 

avoiding  a  serious  financial 
dilemma  through  a  debenture 
issue  415-419 

Management,    the,    of    a.    cotton 
manufacturing    concern    by    a 
bankers'  committee       432-435 
see    also    Financial    involve- 
ments 
Manufacturing    concerns    in    the 
United  States 

character  of  ownership  of     487 

classified  according  to  value  of 

products  486 

Manufacturing  industries 

classification    of    expenses    in 

503-506 

in  the  United  States  485 

Market   price,    relation    between 

cost  of  production  and  358 

Mason's  supply  business 

the  nature  of  the  business,  the 

business  cycle,  and  the  note 

broker  244 


Men's  clothing  business 

the  results  of  "overbuying"  in 
a  retail  store  286-289 

relation  of  advertising  to  sales 
378 
Mercantile  agency,  the  small  con- 
cern and  the  321-322 
Mercantile  credit  318-330 
does  easy,  cause  retail  failures? 
330-331 
Midvale  steel  and  ordnance  com- 
pany 188 
Mining  business 

collecting  the  bills  or  accepting 
the  returned  goods     373-374 
Mining  companies 

percentage  of  the  various  types 

of  securities   outstanding  in 

491 

Morgan,  J.  P.  214 

Montana  power  company         188 

Mortgage  company,  financing    a 

128-135 

Moulton  121,  263 

Musical  instrument  business 

the  financial  history  of  a  small 

musical  concern  462-469 


N 

National  association  of  credit 
men  324,  507 

National  association  of  news- 
paper executives,  figures  show- 
ing percentage  of  net  sales  in  the 
retail  trade,  recently  issued  by 
the  506 

National  conduit  and  cable  com- 
pany, the  422 
Net  income,  the  relation  of,   to 
invested  capital             508,  512 
New    England    power    company, 
the  76 
Note  broker 

attempting  to  renew  relations 
with  aformer,  in  1921  237-238 
seeking  a  new,  in  1921  239-240 
the  nature  of  the  business,  the 
business  cycle  and  the       244 
Note  brokers 
should  a  concern  finance  itself 
largely  through  241-242 

what  a  supposedly  strong  con- 
cern can  do  h\  borrowing 
through  '        233-235 

see  also  Open  market  borrow- 
ing 
Notes  secured  by  inventory,  secur- 
ing   working    capital    through 
issue  of  264-265 
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Novel  collection  methods  374-375 

see  also  Collections 
Novelty  manufacturing  business 
conservatism  in  securing  work- 
ing capital  257-259 
Number   and   size    of   industrial 
concerns  in  the  United  States 
485 


Oil  company,  financial  methods  of 
a  small  145-151 

Oil  companies,  percentage  of  the 
various  tvpes  of  securities  out- 
standing in  491 
"One  cent"  sales  345 

see  also  Sales  policies 

Open    account,    can    the,   prove 

more  satisfactory  than  the  trade 

acceptance?  252 

see    also    Trade    acceptance 

Open  market 

a  small  company  borrowing  on 

the  18-20,  230-231 

how  a  small  concern  borrowing 

solely   on   the,   deceived   its 

creditors  235 

Open  market  borrowing 

20-22,  230-244 
conflict  of  interest  between,  and 
bank  borrowing  242-243 

Overbuying 
the  results  of,  in  a  retail  store 
286-289 
see     also     Purchasing     and 
finance 
threatened  failure  due  to 

420-421 
see    also    Financial    involve- 
ments 
Overhead,     how    shall    the,    be 
reduced?  303 

see  also  Costs  and  finance 
Ownership 
cooperative  200-205 

customer  166-185 

a   drive   for,   in   a   chain   of 
lunch-rooms  182-185 

extending  the,  in  the  united 
drug  company         171-177 
employee  "  185-200 

in  two  old  and  highly  suc- 
cessful manufacturing  con- 
cerns 190-195 
of  preferred  stock  in  a  paper 
and  pulp  mill          195-197 
resulting  in  speculation 

198-200 

some  special  typical  methods 

of  promoting  185-190 


OwrtBrship  (Continued) 

financing  changes  in  65-70 

financing  change  of,  in  a  closely 

held  concern  65-67 

financing  complete  change  of 

67-68 


Packing  business 

does  advertising  aid  the  credit 
seeker?  382-383 

financing  a  new  packing  com- 
pany by  selling  stock  to  stock 
raisers  201-202 

standards  for  credit  granting  in 
the  495,  497 

statement  of  a   packing  com- 
pany 219 
Paint  and  varnish  business 

dealer  cooperation  339-340 

Paper  and  pulp  industry 

an  expansion  which  necessitates 
a    change     in     organization 
94-98 
employee    ownership    of    pre- 
ferred stock  in  a  paper  and 
pulp  mill  195-197 

improving  the  current  position  . 
by  a  readiustment  of  owner- 
ship 413^14 
financing  the  expansion  of  a 
conservative  paper  company 
in  the  post-war  period 

105-108 
Patent  cap   and  jar  cover  busi- 
ness 

general  problem  in  the  financ- 
ing  of    a   company   making 
patent  caps  and  jar  covers 
90-94 
Patents 

valuation  of,  and  other  intan- 
gibles in  old  concern  61-62 
in  a  new  concern  62-64 

see    also    Valuation    of    in- 
tangibles 
Penney,  J.  C,  company    282-284 
Percentage  of  the  various  types  of 
securities  outstanding  in  t^^pical 
industrial  companies      491-492 
Petticoat  company  344r-345 

Phillips  '  234 

Piano  manufacturing  company, 
statement  of  a  220 

Plant  extension,  shall  dividends 
be  declared  or  shall  earnings  be 
used  for  393-399 

see    also    Administration    of 
earnings 
Pledging  receivables  262-264 
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Pottery  business 

two  simple  methods  of  financ- 
ing a  new  pottery  57-58 
Power  companies 
financing  the  expansion  of  a 
small  power  company  by 
means  of  preferred  stock 
issues  sold  to  customers 

168-170 

the   Montana  power  company 

188 

Price  guarantees  352 

Price  policies  350-358 

Price    policy,    relation    between, 

and    general    financial    policy 

during  a  period  of  depression 

355-358 

Price  reductions,  effect  of         355 

Printing  business 

certain  financial  considerations 

involved   in   the   integration 

of  a  business  315-316 

general  problem  in  raising  fixed 

capital  for  a  small  business 

54^56 
Procter  and  Gamble  383 

Production  and  finance         23-24 
Profits,     relation     between    pur- 
chasing  policy,    turnover,   and 
285-286 
see     also     Purchasing     and 
finance 
Promoting  the  enterprise  13 

Promotion,  expansion,  receiver- 
ship and  sale  of  assets  within 
five  years  469-478 

Protective  provisions 

the  part  which,  surrounding  a 
security  issue  may  play  in  a 
company's  solvency   414-415 
see    also    Financial    involve- 
ments 
PubUc  financing  of  a  ''private" 
banking  house  10-11 

Public  utility  finance  vs  industrial 
finance  10 

Purchasing 

■    and  credit,  general  problem  in 
282—284 
and  finance  281-300 

Purchasing  policy 

the  Goodyear  company's 

289-291 

relation    between,    turnover   and 

profits  285-286 

see      also      Purchasing   and 

finance 

Pushing  sales  by  a  bold  method 

344-345 

see  also  S?iles  policies 


"Putting  it  up  to  the  salesman" 

334 
see    also    Credit    and    sales 
departments 

Q 

Quantity  discounts  359-360 

relation  of  trade  discounts  to 

360-365 

see  also  Discounts 

Railroad    equipment    companies, 

percentage  of  the  various  types 

of  securities  outstanding  in  490 


Raising  fixed  capital  53-60 

for  a  small  business  54^56 

throvigh  novel  preferred  stock 
issue  75-76 

see  also  Financing  the  expan- 
sion 
Raising     new     working     capital, 
alternative  methods  of,  through 
public  security  issues     161-165 
see  also  Emergency  financing 
Raising  working  capital     205-279 
a  distress  method  of  266 

for  a  small  rubber  tire  com- 
pany through  preferred  stock 
issue  159-161 

Ratio 

the    analysis    of    tlie    current 

217-218 

the  "two  to  one"  217 

Readjustment 

of  debt  and   capitalization   of 

the  Goodyear  tire  and  rubber 

company  442-446 

of    ownership,    improving    the 

current  position  by  a 

413-414 
see    also    Financial    involve- 
ments 
Receivables,  pledging        262-264 
Receivership,   promotion,   expan- 
sion, and  sale  of  assets  within 
five  years  469-485 

Record  of  business  failures  in  the 
United  States  522 

Refinancing  to  effect  a  change  in 
organization  68-70 

see    also    Change    in    owner- 
ship 
Refrigerator  business 

the    financial    problems    of    a 
small,  newly  organized  refrig- 
erator company  478-484 
Reorganization,  bankruptcy  of  a 
small     concern     and,     by     its 
bank  437-443 
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Retail  stores 

classified  expenses  in  506 

the  annual  turnover  of  stock  in 

507 

Returned    goods,    collecting    the 

bills  or  accepting  the  373 

see  also  Collections 

Rexall  stores  345,  507 

Reynolds  tobacco  company,  R.  J. 

383 
Rising  prices,  shall  a  small  con- 
cern expand  quickh'  during  a 
period  of  "      103-104 

Rubber  industry 
financial    cooperation    between 
dealer  and  customer  340-341 
general  problem  on  capitaliza- 
tion of  goodwill  64 
launching  a  small  rubber  fac- 
tory 30 
the  general  credit  situation  in 
1921                                    407 
the  Goodyear  company's  pur- 
chasing policy             289-291 
Rubber  shoe  business 

selling  stock  by  the  company 
157-158 
Rubber  tire  industry 

comparative  statement  of  a 
rubber  tire  company  221 

financial  standards  in  the  rub- 
ber tire  industry         499-500 
financing  a    small    rubber  tire 
factory  58-59 

raising  working  capital  for  a 
small  rubber  tire  company 
through  a  preferred  stock 
issue  159-161 

readjustment     of     debt     and 
capitalization   of   the   Good- 
year  tire    and   rubber   com- 
.   pany  442-446 

relation    of    dividend   declara- 
tions to  emergency  financing 
391-392 
the  Goodyear  companv's  pur- 
chasing polio>-  289-291 
the  inter-relation  of  credit  ojjcr- 
ations  in  the  different  stages 
of  an  industry  274-276 


Sales 
and  credit  departments,  cooper- 
ation between  332-331 
"one  cent"  345 
policies                            343-350 
price,  relation  between  u.  fixed, 
and    the    financial    program 
350-351 


Sample  collection  letters  376-377 

Seasonal  business,  advertising  to 

aid  381 

Seasonal  datings  343 

see  also  Sales  policies 
Securing  capital  to  develop  an  old 
gold  mine  142-145 

see  also  Financing   doubtful 
enterprises 
Securities,  percentage  of  the  vari- 
ous   types    of,    outstanding  in 
typical  industrial  concerns 

491-492 
Security  issue,  the  part  which  pro- 
tective provisions  surrounding 
a,   may  play  in   a  company's 
solvency  414^415 

Security  issues,  paying  off  unse- 
cured creditors  with  new      273 
see   also   Working    capital — 
miscellaneous 
Selling 

and  advertising  25 

and  finance  24-26 

below  cost — ''making  money  at 
a  loss"  306-307 

common    stock    to    employees 
to  secure  working  capital 

197-198 
price,  should  the,  be  uniform 
irrespective  of  costs? 

307-308 

stock  by  the  company  157-158 

to    the    customer,     a    novel 

method  of  179-180 

to  the  customers,  getting  new 

capital  for  an  automobile 

concern  by,  in  1920 

180-182 
Sieberling  8 

Shall  a  chain  of  to.y  shops  be 
financed?  33-37 

Shall  a,  company  for  exploiting 
a  new  mechanical  device  be 
launched?  37-41 

Shall  a  concern  own  real  estate 
or  pay  rent?  108-111 

Shall  a  concern  whose  resources 
are    low    purchase    heavily    in 
order  to  get  a  bargain?  296-297 
see     also     Purchasing     and 
finance 
Shall    a    sn  all    concern    expantl 
quickly    during    a    period    of 
rising  prices?  103-104 

see  also  Financing  the  expan- 
sion 
Shall  a  strong  concern  which  is  the 
victim  of  hard  luck  be  allowed 
to  fail?  428-436 
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545 


Shaw,  A.  W.       5G,  216,  200,  387 

Shaw,  Leslie  M.  133 

Shirt  manufacturing  business 

increasing    the    turnover    and 

decreasing    cancelations    by 

reducing  prices  even  on  goods 

already  sold  352-355 

Shoe  business 

attempting  to  save  a  concern 
engaged  in  the  Cuban  trade 
by  a  further  extension  of 
bank  loans  430-432 

improving  the  credit    position 
of  a  small,  closely  owned  con- 
cern by  juggling  the  securi- 
ties 411-412 
introducing  the  use  of  the  trade 
acceptance  with   concessions 
249-250 
launching  a  small  shoe  factory 
31 
need    for    maintaining  the   re- 
quired bank  balances 

224-226 
shall  dividends  be  declared  or 
shall   earnings    be    used    for 
plant  extensions?        393-399 
should  a  concern  finance  itself 
largely   through   note   brok- 
ers? 241-242 
standards   for    credit    granting 
in  the  boot  and  shoe  business 
495,  497 
statement  of  a  maker  of  ladies' 
style  shoes  220 
Shoud    the    credit     department 
tolerate    "irregular"   terms   of 
sale    given    by    the    salesman? 
336-337 
see    also    Credit     and    sales 
departments 
Size 

financial  advantages  of  313 

the  economies  of  313-316 

Smallwares  business 

seeking  a  new  note  broker  in 
1921  239-240 

Sources  of  capital  51-278 

Speculating   for    a   rise   in   price 
294-295 
see  also  Purchasing  and  fin- 
ance 
Standard  oil  company,  the        189 
Standard  parts  company  111-114 
Standards  for  credit  granting  in 
various  industries 

318-319,  493-498 
Statement 
analysis,  exercise  in       218-222 


Statement  (Coidiniinl) 

of  conditions,  lending  to  a  small 

concern  without  a      212-213 

of    the    capital    and    financial 

results  of  operation  of  more 

than  250  important  industrial 

companies    for    each     fiscal 

year  from  1911  to  1918     490 

the,  and  the  business  cycle  327 

see  also  Mercantile  credits 

Statistical  appendix  485-529 

Steel  industry 

shall  a  concern  whose  financial 
standing  has  been  excellent 
sell  new  securities  at  a  high 
rate  in  order  to  improve  its 
current  position?        270-272 
some  typical  methods  of  pro- 
moting  employee   ownership 
185-190 
speculating  for  a  rise  in  price 
294^295 
the   relation   of   net  income  to 
invested  capital         509,  511 
what  is  meant  by  bank  lovaltj'? 
207-208 
Stock,   selling,   by   the   company 
157-158 
Stockholders,  how  far  should  the, 
go  in  their  attempt  to  save  a 
company  from  failure?  422-424 
Studebaker  corporation     192-193 
Subsidiary    and    affihated    com- 
panies, the  development  of  316 
see  also  Economies  of  size,  the 
Sugar   companies,   percentage   of 
the  various  types  of  securities 
outstanding  in  492 

Surgical  dressings  business 

shall  a  concern  whose  resources 

are  low  purchase  heavily  in 

order    to    get    a    "bargain" 

296-297 

Surplus,   how  large   a,   should   a 

concern  have?  399-400 

see  '  also    Administration    of 

earnings 

Surplus  earnings,   should   a  new 

business    have    been    financed 

out  of  386-387 

Surplus  funds,  shall  competitors 

be  brought  up  with        400-401 

Swift  company  383 


Tag,  label  and  paper  box  busi- 
ness 

employee  ownership  in  two  old 
and  highly  successful  manu- 
facturing concerns      190-192 
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Tag,  label  and  paper  box  business 
(Continued) 

relation  of   trade   discounts  to 
quantity  discounts     360-365 
Tanning  business 

banker  control  and  the  credit 
problem  in  times  of  financial 
stress  424-427 

standards  for  credit  granting 
in  the  494,  496 

Taylor,  I.  M.  &  Company  137-138 
Telephone  company 
financing   the    expansion   of  a 
small,  solely  by  the  sale  of 
common  stock  to  the  users  of 
service  167-168 

Telephone    and    telegraph    com- 
pany 

general  problem  on  dividend 
policy  388-391 

Ter  Meulen  plan  269 

Tex-La-Homa  company    145-151 
Theatre,  financing  a  new,  in  1921 
139-141 
Tobacco  business 
does  advertising  aid  the  credit 
seeker?  382-383 

general  problem  on  capitaliza- 
tion of  goodwill  64-65 
percentage  of  the  various  types 
of  securities  outstanding  in 
the  491 
Toy  shops,  shall  a  chain  of,  be 
financed?                            33-37 
Trade  acceptance 
can    the   open    account   prove 
more   satisfactory   than   the 
252 
claims  made  for  the,  by  one  of 
its  chief  advocates     245-246 
general  questions  on  the  256-257 
introducing    the    use    of    the, 
with  concessions         249-250 
the  banker's  point  of  view  on 
the                              254-255 
under  what  circumstances  shall 
the,  be  adopted?        253-254 
using  the,  as  an  aid  to  selling 
250-251 
vs  collection  letters  372 
Trade  acceptances 
and     the     rapid     increase     of 
prices                          248-249 
and  the  turnover  of  inventory 
256 
conflicting  opinions  of  bankers 
on                                255-256 
the  use  of  21 
Trade  discounts,  relation  of,  to 
quantity  discounts         360-365 


Turnover 

and  business  profits       345-347 
in  Rexail  stores  507 

increasing  the,  and  decreasing 
cancelation  by  reducing  prices 
even  on  goods  already  sold 
352-354 
see  also  Price  policies 
of  stock  in  department  stores 
507 
relation     between     purchasing 
policy,  profits  and      285-286 
see  also  Purchasing  and  fin- 
ance 
the   annual,   of  stock  in  retail 
stores  507 

"Two  to  one,"  the,  ratio  217 

U 

United  drug  company 

extending  the  customer  owner- 
ship in  the  171-177 
how   it   originally   secured   in- 
terest    of     retail     druggists 
170-171 
see  also  Customer  ownership 
United  States   census   of  manu- 
facturers                       485,  503 
United  States  steel  corporation, 
the                                   185-186 


Valuation  of  intangibles  61-65 
Valuation  of  patents 

and    other    intangibles  in    an 

old  concern  61-62 

in  a  new  concern  62-64 

W 

Waldorf  lunch  system  182 

Walker  179,  209 

Wall,  Alexander  493-498 

Watch  manufacturing  business 

conflict   of    interests    between 

open  market  borrowing  and 

bank  borrowing  242-243 

Western  electric  company        246 

Westinghouse    electric    company 

383 

What  do  figures  prove?     246-247 

see  also  Trade  acceptance,  the 

What  should  the  business  man 

know  about  his  bank?   209-210 

Woolen  business 

how  can    a   successful   woolen 
firm  improve  its  credit  posi- 
tion in  1921?  267 
reducing  costs  through  special- 
ization in  production         304 
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Woolen  business  {Conliniieil) 
lending  to  a  concern  without  ii 
statement  of  condition 

212-213 

what  steps  shall  be  taken  when 

the  commercial  paper  market 

is  no  longer  open?      236-237 

Woolley,  G.  Livingston  501 

Woolworth  company  64 

Working  capital 

a  distress  method  of  raising  266 

alternative  methods  of  raising, 

through  public  security  issues 

161-165 

see  also  Emergency  financing 

conservatism  in  securing 

257-259 


Working  capital  (CoidinueO) 

miscellaneous  methods  of  rais- 
ing 257-278 

problem  in,  financial  standards, 
etc.  206-207 

raising  205-279 

raising,  for  a  small  rubber  tire 
company  through  preferred 
stock  issue  159-161 

recently  developed  methods  of 
securing  268-269 

securing,  through  the  issue  of 

notes  secured  by  inventory 

264-265 

selling  common  stock  to  em- 
ployees to  secure  197-198 
Worsted  mill,  statement  of  a   220 
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